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UNEMPLOYMENT INSURANCE 


TUESDAY, APRIL 14, 1953 


Louse or REPRESENTATIVES, 
CoMMITYER ON Ways AND MEANS, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Daniel A. Reed (chairman) 
presiding. 

The Cuarrman. The committee will be in order, please. 

This morning the committee begins public hearings on H. R. 3531 
introduced by Mr. Mason and H. R. 3530 introduced by Mr. Mills. 
This legislation relates to the unemployment insurance program. The 
hearing was scheduled at the direction of the committee. 

At the request of our colleague, Mr. Forand., | have agreed to 
include in the hearings his bill, H. R. 2261, which deals with this same 
subject. 

At this time I shall have inserted in the record a copy of each bill 

(The bills referred to are as follows:) 


[H. R. 2261, 88d Cong., 1st sess 


A BILL To provide for payments to State unemployment funds, and for 


other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, effective January 1, 1954, sections 301 
and 302 of the Social Security Act, as amended are amended to read as follows 


“FEDERAL UNEMPLOYMENT ACCOUNT 


“Sec. 301. (a) For the fiscal year ending June 30, 1955, and for each fiseal 
year thereafter, there shall be appropriated to the Federal unemployment account 
in the Unemployment Trust Fund amounts equivalent to 100 per centum of the 
taxes (including interest, penalties, and additions to the taxes) received after 
June 80, 1954, under the Federal Unemployment Tax Act and covered into the 
Treasury: Provided, That the Secretary of the Treasury is authorized and 
directed to advance to the Federal unemployment account, out of any money in 
the Treasury not otherwise appropriated, in the fiscal years 1954 to 1957, inelu 
sive, such Sums as may be necessary until the amount on deposit in the Federal] 
unemployment account at the beginning of the fiscal year exceeds the estimated 
amount required during the fiscal year for payments authorized under subsec 
tions (b) and (c) of this section and paragraph (c) of section 1201 of this Act 
Provided further, That each such advance shall be repaid, without interest, be 
fore the close of the fiscal year for which such advance is made from the Iederal 
unemployment account. There are authorized to be appropriated to the Federal 
unemployment account such sums as are required to carry out the provisions 
of this title. 

“(b) For the purpose of assisting the States in the administration of their 
unemployment compensation laws, and for the purpose of assisting the States, 
Puerto Rico, and the Virgin Islands in the establishment and maintenance of a 
system of public employment offices in accordance with the provisions of the 
Act of June 6, 1933 (48 Stat. 118), as amended, there are hereby authorized to be 
expended, for payments to the States, Puerto Rico, and the Virgin Islands from 
the Federal unemployment account in the Unemployment Trust Fund for the 
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fiscal year ending June 30, 1954, and for each fiscal year thereafter, sums not to 
exceed the amounts, including amounts to be expended only in the event of 
unforeseen changes in conditions, specified by Congress in the appropriation 
Act or Acts for the Department of Labor for each such fiscal year, and such 
amounts as may be agreed upon by the Department of Labor and the Post Office 
Department for the payment in such manner as said parties may jointly deter 
mine of postage for the transmission of official mail matter in connection with 
the administration of their unemployment compensation laws and their systems 
of public employment offices by the States 

(c) There is authorized to be expended from the Federal unemployment 
iccount for the fiscal year ending June 30, 1954, and for each fiscal year there- 
ifter, a sum not to exceed the amounts specified by Congress in the appropriation 
Act or Acts for the Department of Labor for administration by the Department 
of Labor and the Department of the Treasury of their functions under the Federal 
Unemployment Tax Act and under this title and titles IX and XII of the Social 
Security Act, as amended, and the Act of June 6, 1933 (48 Stat. 113), as amended 


“PAYMENTS TO STATES 


“Sree. 302. (a) The Secretary of Labor shall from time to time certify to the 
Secretary of the Treasury for payment to each State which (1) has an unemploy 
ment compensation law approved by the Secretary under the Federal Unemploy 
ment Tax Act and (2) is found to be in compliance with the Act of June 6, 1938 
(48 Stat. 113), as amended, and to Puerto Rico and the Virgin Islands if found 
to be in compliance with the Act of June 6, 1933 (48 Stat. 113), as amended, 
such amounts as the Secretary determines to be necessary for the proper and 
efficient administration of the unemployment compensation of such State and of 
the public employment offices of such State, Puerto Rico, and the Virgin Islands, 
during the fiscal year for which such payment is made. The Secretary shall not 
certify for payment under this section in any fiscal year a total amount in excess 
of the amount specified for such purposes in the appropriation Act or Acts of the 
Department of Labor for such fiscal year 

“(b) Upon receiving a certification under subsection (a) of this section and 
prior to audit or settlement by the General Accounting Office, the Secretary of 
the Treasury shall, in accordance with such certification, make a payment from 
the Federal unemployment account in the Unemployment Trust Fund to the State 
igency charged with the administration of the State unemployment compensation 
law, except that in the case of Puerto Rico and the Virgin Islands, such pay- 
ment shall be made to the agency charged with the administration of their 
respective public employment offices 

Sec. 2. Effective July 1, 1953, title XII of the Social Security Act, as amended, 
Ss amended to read as follows 


TITLE XII—PAYMENTS TO STATE UNEMPLOYMENT FUNDS 


“Sec. 1201. (a) (1) Except as otherwise provided in paragraph (2) of this 
subsection, a State shall be entitled to a payment after July 1, 1953, at any time 
during a calendar quarter that the balance of such State's unemployment fund 
falls below the amount of the compensation paid from such fund under the State 
unemployment compensation law in that calendar quarter of the preceding eight 
completed calendar quarters in which the amount of such compensation was the 
highest. 

“(2) A State shall not be entitled to a payment under this title after Decem- 
ber 31, 1954, unless the minimum required rate of contribution to such State’s 
unemployment fund for any tax year beginning after such date is at least 2.7 per 
centum whenever the balance in the State’s unemployment fund on the computa 
tion date for such year is less than 6 per centum of the most recent annual taxable 
payroll or less than three-fifths of the unemployment compensation paid from 
such fund during the five years immediately preceding such computation date 

‘(3) The application of a State agency for a payment under this title shall 
be made on such forms, and contain such information and data, fiscal and other- 
wise, concerning the operation and administration of the State unemployment 
compensation law, as the Secretary of Labor deems necessary or appropriate for 
the performance of his duties hereundet 

“(b) The Secretary of Labor is authorized and directed, upon the application 
of a State agency administering the State unemployment compensation law to find 
whether the conditions entitling a State to a payment provided for in subsection 
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(a) of this section exist. Upon finding that such conditions exist the Secretary 
shall certify to the Secretary of the Treasury such amount as may be requested 
by the State agency not exceeding the amount of compensation paid under the 
provisions of the State unemployment compensation law in that calendar quarter 
of the preceding eight completed calendar quarters in which the amount of such 
compensation was highest 

“(¢) Upon receiving a certification under subsection (b) of this section, the 
Secretary of the Treasury shall transfer, in accordance with the provisions of 
subsection (g) of section 904 of the Social Security Act, as amended, the certified 
amount from the Federal unemployment account in the Unemployment Trust 
fund to the State’s account in the Unemployment Trust Fund 

“(d) In order to assure that no State will receive any payments under this title 
for a calendar year in which State tax receipts actually exceed benefits paid in 
that year and to limit total payments to any State under this title to the actual 
excess of bentfits paid in a calandar year over tax receipts in such year, the 
Secretary of the Treasury shall, within thirty days after the close of the calandar 
year, adjust the amount of any payments under this title by transferring from 
the unemployment account of each State in the Unemployment Trust Fund to 
the Federal unemployment account (1) the entire amount paid under this title 
to a State during the preceding calendar year wherever the amount of unem 
ployment Compensation paid under the State law in such year equals or is less 
than 2.7 per centum of the total remuneration which was paid by employers 
during such year and was subject to the State unemployment compensation law 
or (2) that amount so paid which is more than the excess of unemployment 
compensation paid under the State law during such year over 2:7 per centum 
of the total remuneration which was paid by employers during such year and 
wus subject to the State unemployment compensation law 

“(e) As used in this section 

“(1) ‘Computation date’ shall have the same meaning as when used in section 
1602 of the Internal Revenue Code, as amended 

*(2) "Tax vear’ means the year for which rates imposed under the State un 
employment compensation law are effective. 

“(3) ‘Unemployment fund’ means that fund, established under a State law 
and administered by a State agency, for the payment of unemployment com 
pensation and shall also include the account of the State agency in the Unemploy 
ment Trust Fund established by section 904 of the Social Security Act, as 
amended.” 

Sec. 8. (a) Clause (2) of the second sentence of subsection (h) of section 
004 of the Social Security Act, as amended, is amended to read: ‘(2) the excess 
of the taxes collected in each fiscal vear beginning after June 30, 1946, and 
ending prior to July 1, 1954, under the Federal Unemployment Tax Act, over the 
unemployment administrative expenditures made in such year.” 

(b) Subsection (h) of section 904 of the Social Security Act, as amended, is 
amended by striking out the third sentence thereof 


[H. R. 28551, 82d Cong., Ist sess 


4 BILL To provide for the payment of Federal unemployment taxes into the Federal 
unemployment account to be evailable for the administration of unemployment com 
pensation laws and public employment offices, and to return to the States the excess of 
such taxes over such administrative expenses, and for other purposes 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That this Act may be cited as the “Employ 

ment Security Administrative Financing Act of 1953” 

Spee. 2. Sections 301 and 302 of the Social Security Act, as amended, are 
amended to read 


“FEDERAL UNEMPLOYMENT ACCOUNT 


“Sec. 301. (a) There is hereby appropirated to the Federal unemployment 
account in the Unemployment Trust Fund for the period beginning January 1, 
1954, and ending June 30, 1954, for the fiscal vear ending June 30, 1955, and for 
each fiscal year thereafter, amounts equivalent to 100 per centum of the taxes 
(including interest, penalties, and additions to the taxes) received after Decem 
ber 31, 1953, under the Federal Unemployment Tax Act and covered into the 
Treasury. There are also anthorized to be advanced to the Federal unemploy 
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ment account, out of any moneys in the Treasury not otherwise appropriated, 
such aditional sums as may be required to carry out the purposes of this title. 


b) For the purpose of assisting the States in the administration of their 
unemployment compensation laws, and in the establishment and maintenance of 
system of public employment offices in accordance with the provisions of the 


Act of June 6, 1923. as amended (29 U.S. C, 49-491), there is hereby authorized to 
ivinents to the States from the Federal unemployment account 
loyment Trust Fund for the fiscal year ending June 30, 1955, and 
for each fiscal year thereafter, a sum not to exceed the amounts, including 
amounts to be expended with the prior approval of the Director of the Bureau 

the Budget only in the event of unforseen changes in conditions, specified by 
Congress in the appropriation Act or Acts for the Department of Labor for each 
such fiscal year and such amounts as may be agreed upon by the Department of 
Labor and the Post Office Department for the payment in such manner as said 





parties may jointly determine of postage for the transmission of official mail 
atter in connection with the administration of their unemployment compensa- 

tion laws and their systems of public employment offices by the States. 
) There is authorized to be expended from the Federal unemployment 


account for the fiscal year ending June 30, 1955, and for each fiscal year there 
after, a sum not to exceed the amounts specified by Congress in the appropriation 
Act Acts for the Department of Labor to be necessary for the administration 
by the Department of Labor of its functions under the Federal Unemployment 
Tax Act, titles III, IX, and XII of the Social Security Act, as amended, and of 
the provisions of the Act of June 6, 1933, as amended. 
(d) In the event that the balance in the Federal Unemployment Account on 
July 1, 1955, and on July 1 of vy fiscal year thereafter is in excess of the 
ts authorized to be expended from the account for such fiscal year in 
a rdance with the provisions of subsections (b) and (c), the Secretary of the 
Treasury is directed, prior to audit or settlement by the General Accounting 
Office, to transfer (1) to the States’ Reserve Account, hereby created, in the 
Federal Unemployment Account an amount equal to 20 per centum of the 
EXCESS Provided, That if the amount in the States’ Reserve Account is $100,- 
000,000 or ore on any July 1, the Secretary of the Treasury shall not transfer 
* the excess to the States’ Reserve Account Provided further, That no 
amount of the excess on any July 1 than the amount representing the 
e between §$100,000,000 and the amount then in the States’ Reserve 








Account shall be transferred to the States’ Reserve Account and (2) to each 
State’s account in the Unemployment Trust Fund, as soon as practicable and 
in no event later than October 1 of such vear, such State’s shure of the excess 
Each State’s share shall be determined by the Secretary of Labor on the basis 

eports furnished by the States and shall be equal to an amount which has 
he same relation to the excess (remaining after such transfer to the States’ 
Reserve Account, if there be 1] ‘ansfel as the wage subject to contribu 
tions under ch State unemployment Compensation law during the preceding 





wi I I ve be I ( ( ed ft the State by such Julv 1 bears to 
I of wake subject to nt it ns unele ull State Inemployment com 
pensa n laws during h <« ( ent hich have been reported to the 

I h Julv 1 
Ni unt sha be minated t the ecount of Vv State pursuant to 

hsec a) 
1) until the S tary of the Treasury has transferred from the Federal 
me ( nt to the Treasury vy moneys advanced to such Federal 
ul ployment “ unit I iccordance with the provisions of subsection 
i?) T 


2) if the Secretary of Labor finds that such State is not at the time of 
distribution eligible for certification pursuant to the provisions of section 


<0) f tl t ‘ nd sections 1602 


1603 (¢) of the Internal Revenue 


“Sec. 502. (a) The Secretary of Labor (hereinafter referred to as ‘Secretary’ ) 
from time to time certify to the Secretary of the Treasury for payment to 
which has an unemployment compensation law approved by the 
Secretary under the Federal Unemployment Tax Act and which is found to be 
in compliance with the requirements of the Act of June 6, 1933, as amended, such 
amounts as the Secretary determines to be necessary for the proper and efficient 
administration of such law and of the public employinent offices in the State 
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during the fiscal year for which such payment is made, The Secretary’s deter- 


nination shall be based on (1) the population ot the State, (2) an estimate of the 
number of persons covered by the State law and of the cost of proper and eflicient 





tninistration of such law and of the public employment offices in the State, and 
(3) such other factors as the Secretary finds relevant Che Secretary shall not 
certify for payment under this subsection in any fisca ar a total amount in 
xceess of the amount specified for such purpose it ( pprop Act ol 


Acts for the Department of Labor for such fiscal year 
(b) The Secretary of the Treasury shall, upon receiving a certiticat 
subsection (a), pay from the Federal unemployment account in the Unempl 
ent Trust Fund, to the State agency charged with the administration of the 
unemployment Compensation law, prior to audit or settlement by the Gen- 
eral Accounting Office, in accordance with 


it 





such certification.’ 
3. Paragraphs (4) and (5) of section 308 (a) of the Social Seeurity Act 


as amended, are amended to read: 


sk 


*(4) The payment of all money received in tl 


he unemployment f d of 
such State (except for refunds of sums erroneously paid into such fund, and 


except for refunds paid in accordance with the pro 
b) of the Federal Unemployment Tax Act), immed 


isions of section 1606 
ately upon such elpt 
to the Secretary of the Treasury to the credit of the unemployment trust fund 
established by section 904: Provided, That in accordance with it gene: 
established fiscal procedures a State may use 


il and 


during any fiscal year, for 
idiministration of its unemployment compeu 
sation law and public employment offices, an amount equal to the amount 
transferred to such fund pursuant to the provisi 


expenses incurred by it for the 


ms of section 1 1) 
during the five most recent fiscal years, less any amounts withdrawn by t] 


State for administrative costs during such five fiscal years: and ™ 
>) Expenditure of all money ithdrawn from an unemployment fund 
of such State, in the payment of unemployment compensation, exel e 
eXPeHses o idininistration, and for refunds of sums erroneous! paid 
nto such tund and refunds paid in accordance with the provisions of sect 
1606 (b) of the Federal Unemployment Tax Act: Provided, That an amount 
equal to the amount of emplovee payments to the unemploymer und 
‘ the State mimyv be used in the payment of cash benefits to individuals with 
pect to their disability. exclusive of expenses of administration: Prov 
nithe th nh accordance with its general and established fiscal pro 
cedures a State may use during any fiscal vear, for expenses incurred by 
t for the administration of its unemploy mel compensation law and pub 
employment offices, an amount equal to the amount transferred to such fund 
pursuant to the provisions of section 301 (d) during the five most re t 
fiscal venrs, less anv amounts withdrawn by the State ) l nist ‘ 
costs during such five fiscal vears 
Si t ‘Tithe NIT of the Social Security Act, as amended unended ) 
end 
\DVANCES TO STATE UN PLOY MEN NDS 
‘ Pol In the event that the balance In a State's we nt in the 
Unemployment Trust Fund at the close of September 50, 1955, or of the last 
(li in any ensuing calendar quarter, does not exceed a sum equal to the total 
hnemplovment com nsation paid ut under the unemployment compensation 
iwoof the State during the twelve months ending at the close of such day, 
the State shall be entitled, subject to the provisions of this title, to have trans 
ferred from the Federal unemployment account to its account in the Unemploy 
ment Trust Fund an amount not exceeding the highest amount of the unem 


ployment Compensation paid out by it in any one of the four calendar quarters 
mostly recently completed prior to such day 

‘¢b) The Secretary of Labor is authorized and directed, on application of the 
Governor of any State, to make findings as to whet 
transfer of moneys provided for in subsection (a) hereof have been met; and 
if sueh conditions exist. the Secretary of Labor is directed to certify, to the 
Secretary of the Treasury, from time to time, such amounts for transfer in 
order to carry out the purposes of this title, as may be specified in said applica 
tion. subject to the limitation of subsection (a). The application of a state 
Governor shall be made on such forms, and contain such information and data, 
fiscal and otherwise, concerning the operation and administration of the State 
law. as the Secretary of Labor deems necessary or relevant to the performance 


ier the conditions or the 


of his duties hereunder 
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‘ \l almount transterred to the account of any State under this section 
be treated as an advance, without interest, to the unemployment fund of 
hh State ind shall be recovered fo the Federal unemployment account, as 
ded in section 1202 of this title 
SEC. 1202 a) On application of the governor of any State with respect to 
! n advance is outstanding under section 1201, the Secretary of Labor 
y to e Secretary of the Treasury the amount stated in said applica 
‘ inst ed from the u iployment account of said State in the Un 
yment Trust Fund to the Federal unemployment account rhe Secretary 
he Treasut shall make such transfer as of the close of the calendar 
th it hich such application is made 
There e hereby appropriated to the Federal unemployment account 
he Unemployment Trust Fund for the fiscal year beginning July 1, 1955, 
f each fiscal year thereafter, amounts equivalent to 100 per centum of 
idditional taxes reecived after June 30, 1955, under the reduced credits 
sions of section 1601 (¢) (2) of the Federal Unemployment Tax Act and 
ed in the Treasury A such amounts shall be credited against and shall 


ate to reduce the balance of any advance outstanding with respect to the 


unemployment fund of the State with respect to whose taxable payrolls said 













question, an amount equal to such excess shal 


purposes of this title 


- were paid In cuse the amount of said taxes exceeds the amount of the 
aining balance of the advance to the unemployment fund of the State in 
| be credited to the account of said 


ein the Unemployment Trust Fund 
There ure herebv authorized to be appropriated to the Federal unem 
out of any moneys in the Treasury 


ment account as a repayable rivance, of 
be required to carry out the 


otherwise appropriated, such sums as ma) 


5. Section 1601 (c) of the Internal Revenue Code (Federal Unemploy 


ment Tax Act), as amended, is amended to read as follows 




























LIMIT ON TOTAL CREDITS 

1) The total credits allowed to a taxpayer under this subchapter shall 
t exceed ) per centum of the tax against which such credits are allowable 
”) In the event an advance or advances have been made to the unem 


ployment account of a State under title XII of the Social Security Act, and 
if anv balance of such advance or advances has not been returned to the 
as provided in that title or in this subsec 


| 


Federal unemployment account 
tion, then the total credits allowed under this subchapter to a taxpayer 
is to his wages taxable by such State shall, on the second consecutive 
January 1 on which such a balance of unreturned advances existed, be 


reduced for the ensuing taxable year by 5 per centum of the tax against 


which such credits are allowable: on the third consecutive January 1 on 
which such a balance of unreturned advances existed, the total credits 
thus allowed to such taxpayer for the ensuing taxable vear shall be reduced 
by 10 per centum of the tax against which such credits are allowable: and 


‘ idditional con utive January 1 on which such a balance of 
nreturned advances exists, the total credits thus allowed such a taxpayer 





i he reduced an additional 5 per centum of the tax against which such 
edits are allowable Provides That such tax credit reduction shall not 
ipply to the wages taxable by any State for any taxable year if such State’s 
dvances have been fully returned at least thirty days before the close of 
sucl taXxnble ven! 
6. Paragraphs 3 and 4 of section 1603 (a) of the Internal Revenue Code 
ended, are amended to read 
5 \ll moneys received in the unemployinent fund of such State (except 
for refunds of sums erroneously paid into such fund, and except for 
refunds paid in accordance ith the provisions of seetion 1606 (b)) im 
mediately upo such receipt be paid over to the Secretary of the Treasury 


to the credit of the Unemployment Trust Fund established by section 904 
of the Social Security Act, as amended: Provided, That in accordance with 
its general and established fiscal procedures a State may use during any 
fiscal year, for expenses incurred by it for the administration of its unem 
ployment compensation law and public employment offices, an amount equal 
to the amount transferred to such fund pursuant to the porvisions of section 
301 (d) of such act during the five most recent fiscal years, less any amounts 
withdrawn by the State for administrative costs during such five fiscal 
years; and 














— 


RU RR tn 








— 


UNEMPLOYMENT INSURANCI 


‘(4) All money withdrawn from an unemployment fund of such State 
shall be used solely in the payment of unemployment compensation, exclu 
sive of expenses of administration, and for refunds of sums erroneously 
paid into such fund and refunds paid in accordance with the provisions of 
section 1606 (b): Provided, That an amount equal to the amount of em 
ployee payments into the unemployment fund of the State may be used 
in the payment of cash benefits to individuals with respect to their disability, 
exclusive of expenses of administration: Provided further Phat in accord 
ance With its general and established fiscal procedures a State Inay ust 
during any fiscal vear, for expenses incurred by it for the administratior 
of its unemployment compensation law and public employment offices ab 
umount equal to the amount transferred to such fund pursuant to the pro 
visions of section 301 (d) of the Social Security Act, as amended, during 
the five most recent fiscal years, less any amounts withdrawn by the State 
for administrative costs during such five fiscal years 

Sec. 9. Section 1607 (f) of the Internal Revenue Code, as amended, is amended 
by changing the period at the end thereof to a colon and adding: “Provided fur 
the) That in accordance with its general and established fiscal procedures a 
State may use during any fiscal year, for expenses incurred by it for the admin 
istration of its unemployment Compensation law and public employment offices 
an amount equal to the amount transferred to such fund pursuant to the pro 
visions of section 301 (d) of the Social Security Act, as amended, during the 
five most recent fiscal years, less any amounts withdrawn by the State for 
administrative costs during such five fiscal years 

Sec. 10. (a) Clause (2) of the second sentence of subsection (h) of section 
904 of the Social Security Act, as amended, is amended to read: “(2) the excess 
of the taxes collected in each fiscal year beginning after June 30, 1946, and end 
ing prior to July 1, 1954, under the Federal Unemployment Tax Act, over the 
unemployment administrative expenditures made in such year 

(b) Subsection (h) of section 904 of the Social Security Act, as amended, i 
amended by striking out the third sentence thereof 


A BILL To provide for the payment of Federal unemployment taxes into the Federal un 
ployment account to be available for the administration of unemp!] ment compensat 
laws and public employment offices, and to return to the States the excess of sucl 
over such administrative expenses, and for other purposes 
Be it enacted by the Senate and House of Representa es of the United States 

of America in Congress assembled, That this Act may be cited as the “Employment 

Security Administrative Financing Act of 1953 


SE ~. Sections SOL and 302 of the Social Security Act is amended re 


amended to read 
“PEDERAL UNEMPLOYMENT ACCOUNT 


“Sec, 301. (a) There is hereby appropriated to the Federal unemployment 
account in the Unemployment Trust Fund for the period beginning January 1 
1954, and ending June 30, 1954, for the fiscal year ending June 30, 1955. und for 
each fiscal year thereafter, amounts equivalent to 100 per centum of the taxes 
(including interest, penalties, and additions to the taxes) received after Decem 
ber 31, 1953, under the Federal Unemployment Tax Act and covered into the 
Treasury There are also authorized to be advanced to the Federal unemploy 
ment account, out of any moneys in the Treasury not otherwise appropriated, 
such additional sums as may be required to carry out the purposes of this title 

“(b) For the purpose of assisting the States in the administration of their 
unemployment Compensation laws, and in the establishment and maintennnce of 
systems of public employment offices in accordance with the provisions of the 
Act of June 6, 1933, as amended (29 U. S. C. 49-491), there is hereby authorized 
to be expended for payments to the States from the Federal unemployment 
account in the Unemployment Trust Fund for the fiscal year ending June 30 
1955, and for each fiscal year thereafter, a sum not to exceed the amounts. 
including amounts to be expended with the prior approval of the Director of 
the Bureau of the Budget only in the event of unforeseen changes in conditions. 
specified by Congress in the appropriation Act or Acts for the Department of 
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“(b) There are hereby appropriated to the Federal unemployment account in 
the Unemployment Trust Fund for the fiscal year beginning July 1, 1955, and 
for each fiscal year thereafter, amounts equivalent to 100 per centum of the addi- 
tional taxes received after June 30, 1955, under the reduced credits provisions of 
section 1601 (c) (2) of the Federal Unemployment Tax Act and covered into 
the Treasury All such amounts shall be credited against and shall operate to 
reduce the balance of any advance outstanding with respect to the unemploy- 
ment fund of the State with respect to whose taxable payrolls said taxes were 
paid In ! 
balance of the advance to the unemployment fund of the State in question, an 
amount equal to such excess shall be credited to the account of said State in the 
Unemployment Trust Fund. 

‘(c) There are hereby authorized to be appropriated to the Federal unem 
ployment account as a repayable advance, out of any moneys in the Treasury 
not otherwise appropriated, such sums as may be required to carry out the pur- 
poses of this title.” 

Sec. 5. Section 1601 (c¢) of the Internal Revenue Code (Federal Unemploy- 
ment Tax Act), as amended, is amended to read as follows: 

‘(c) Limit on Tora CrepIts 

‘(1) The total credits allowed to a taxpayer under this subchapter shall 
not exceed 90 percentum of the tax against which such credits are allowable. 
‘(2) In the event an advance or advances have been made to the unemploy- 
ment account of a State under title XII of the Social Security Act, and if any 
balance of such advance or advances has not been returned to the Federal 
unemployment account as provided in that title or in this subsection, then the 
total credits allowed under this subchapter to a taxpayer as to his wages 
taxable by such State shall, on the second consecutive January 1st on which 
such a balance of unreturned advances existed, be reduced for the ensuing 
taxable year by 5 per centum of the tax against which such credits are 
llowable; on the third consecutive January 1st on which such a balance of 


se the amount of said taxes exceeds the amount of the remaining 


unreturned advances existed, the total credits thus allowed to such taxpayer 
for the ensuing taxable vear shall be reduced by 10 per centum of the tax 
against which such credits are allowable; and for each additional consecu- 
tive January Ist on which such a balance of unreturned advances exists, the 
total credits thus allowed such a taxpayer shall be reduced an additional 5 
per centum of the tax against which such credits are allowable: Provided, 
That such tax credit reduction shall not apply to the wages taxable by any 
State for any taxable year if such State’s advances have been fully returned 
at least thirty days before the close of such taxable year.” 
Sec. 6. Paragraphs 3 and 4 of section 16083 (a) of the Internal Revenue Code, 
is amended, are amended to read 
(3) All moneys received in the unemployment fund of such State (except 
for refunds of sums erroneously paid into such funds, and except for refunds 
paid in accordance with the provisions of section 1606 (b)) immediately 
upon such receipt be paid over to the Secretary of the Treasury to the credit 
of the Unemployment Trust Fund established by section 904 of the Social 
Security Act, as amended: Provided, That in accordance with its general and 
established fiscal procedures a State may use during any fiscal year, for 
expenses incurred by it for the administration of its unemployment compen- 
sation law and public employment offices, an amount equal to the amount 
transferred to such fund pursuant to the provisions of section 301 (d) of 
such Act during the five most recent fiscal years, less any amounts with- 
drawn by the State for administrative costs during such five fiscal years; and 
‘(4) All money withdrawn from an unemployment fund of such State 
shall be used solely in the payment of unemployment compensation, exclu- 
sive of expenses of administration, and for retunds of sums erroneously paid 
into such fund and refunds paid in accordance with the provisions of section 
1606 (b): Provided, That an amount equal to the amount of employee pay- 
ments into the unemployment fund of the State may be used in the payment 
of cash benefits to individuals with respect to their disability, exclusive of 
expenses of administration: Provided further, That in accordance with its 
general and established fiscal procedures a State may use during any fiscal 
year, for expenses incurred by it for the administration of its unemployment 
compensation law and public employment offices an amount equal to the 
amount transferred to such fund pursuant to the provisions of section 301 
(d) of the Social Security Act, as amended, during the five most recent fiscal 
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years, less any amounts withdrawn by the State for administrative costs 
during such five fiscal years :” 

Sec. 9. Section 1607 (f) of the Internal Revenue Code, as amended, is amended 
by changing the period at the end thereof to a colon and adding: “Provided 
further, That in accordance with its general and established fiscal procedures a 
State may use during any fiscal year, for expenses incurred by it for the adminis 
tration of its unemployment compensation law and public employment offices, an 
amount equal to the amount transferred to such fund pursuant to the provisions 
of section 501 (d) of the Social Security Act, as amended, during the five most 
recent fiscal years, less any amounts withdrawn by the State for administrative 
eosts during such five fiscal years.” 

Sec. 10. (a) Clause (2) of the second sentence of subsection (h) of section 
904 of the Social Security Act, as amended, is amended to read: “(2) the excess 
of the taxes collected in each fiscal vear beginning after June 30, 1946, and 
ending prior to July 1, 1954, under the Federal Unemployment Tax Act, over 
the unemployment administrative expenditures made in such year.” 

(b) Subsection (h) of section 904 of the Social Security Act, as amended, is 
amended by striking out the third sentence therof. 

The CuarrMan. Our first witness this morning is the Honorable 
Lloyd A. Mashburn, the Under Secretary of Labor. This is the first 
opportunity we have had to have the Under Secretary appear before 
the committee since he took office. Therefore, it is with great pleasure 
that we greet you, Mr. Mashburn, and ask you to come forward. 


STATEMENT OF HON. LLOYD A. MASHBURN, UNDER SECRETARY 
OF LABOR; ACCOMPANIED BY ROBERT C. GOODWIN, DIRECTOR, 
BUREAU OF EMPLOYMENT SECURITY 


Mr. Masnupurn. Thank you, Mr. Chairman. 

The Cnaiman. If you will state your name, official title, and the 
capacity in which you appear for the record, you may then proceed. 

Mr. Masupurn. My name is Lloyd A. Mashburn, Under Secretary 
of Labor, representing the Department of Labor. Mr. Chairman, if 
I may, I would like to have Mr. Goodwin, the head of the Bureau, 
with me while I am testifying. 

The Cuarman. That is perfectly proper. You may proceed. 

Mr. Masnvurn. Mr. Chairman, and members of the committee, | 
wish to express my appreciation for this opportunity to present the 
ee of the Department of Labor with respect to the issues raised 
by the bills now being considered by the committee, H. R. 2261, H. R. 

30, and H. R. 353 

"a bills all raise a basic issue concerning the use which should 
be made of the proceeds of the Federal Unemployment Tax Act. As 
you know, the Federal Unemployment Tax Act was passed by the 
Congress in 1935 for the purpose of establishing our present unem- 
ployment-insurance system. The collections under the Federal Unem 
ployment Tax Act have amounted to three-tenths of 1 percent of 
taxable payrolls. 

rhese collections are covered into the general funds of the Treasury 
and are available for meeting the general operating costs of the Gov- 
ernment. The amounts collected each fiscal year have increased stead 
ily during the past few years of full employment. In the fiscal year 
1952 the collections amounted to approximately $260 million, — Al 
though the three-tenths of 1 percent tax collections under the Federal 
U nemployment Tax Act have never been earmarked, I believe it is 
indisputable that the amounts collected under this act were expected 
to be used to cover the cost of administering the entire employment- 
security system on a sound basis. 
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As you know, this Federal-State system has been supported by 
innual appropriations of the Congress. The total expenditures, both 
Federal and State, for fiscal year 1952 approximated $197 million 
leaving a theoretical balance of $63 million in unexpended tax-act 
funds for that fiscal year. Such balances have always existed, varying, 
of course, from year to year depending upon amounts collected and 
mmounts uppropriated by the >» Congress. The total tax collections ovei 
appropriations has been somethine between $570 million and a little 
over $1 billion, depending upon the method used for estimating the 
ippropriations. 

Phe Department of Labor strongly endorses a change from the 


present system to an equitable provision for using Unemployment 
Pax Act funds ex lusively for the purposes of the enployment secu 
itv program. Prudent business management clearly requires these 
excess funds to be set aside as promptly as practi able and earmarked 


n order to give reasonable assurance that the employment security 
programa W ll be adeq! ately financed under all types ot economic Con 
litions in times of recession as well as prosperity. lor this reason I 
ravocate the automatic deposit of the eae proceeds of this tax into 
Federal unemployment account for use in financing the admin 
strative costs of the Federal Government and the State programs 
iring future years and for providing a source of funds from which 


1 


ome sound form of assistance can be extended to States when their 


benefit reserves should reach a shaky condition due to some future 
or \ Such acty eens Clearly in line w th the philosophy ana 

t of our Federal-State system 
Generally, Lam inclined to favor the method for earmarking pro 
ded in H.R. 2261 because it enables a reasonable transition imposing 
( burdensome fiancing problems upon the Treasury Department 


an the provisions of the other two bills. H.R. 3530 and H. R. 3531 
provide that the earmarkn gv oT the Federal unemploy ment tax receipts 
| commence on -la lary 1, 1954, but that expenditures out of the 
Federal unemployment account will not commence until fiscal year 
Yoo since ibout S) percent of the tax is collected in the first 0 
ths of each ¢« nes dar your, <7 means that about $240 million will 


e cumulated i » Fede ! nployment account before expendi 
14 ire ¢ harore yy ’ st it These t ixes, once they are earmarked 

pa d into the iN ederal nemployvment account in the unemploy 

ent trust fund, will no longer be considered a part of the Federal 

udget, and, therefore, Federal rece pts from the standpoint of the 
dgvet will he proportiol itely reduced in the fiseal year ending 


The expe nditures for fiseal veal 1954, however, would not be paid 
of this earmarked account, but, instead, would continue as a part 

if the regular budgeted expenditures of the Federal Government. In 
her words. the budget for the fiscal] vear 1954 will be further unbal 
ed by at least 8240 million 1f either of these bills should become law. 
The earmarkine method which would be used under H. R. 2261 


vould not im ‘See such serious additional financial burdens upon the 
Freasary. This bill provides for a delay in tee of the tax 
ntil July 1, 1954. This would mean that only » percent, or about 
S35 million, in taxes would be earmarked from July through Decem 


] 


her of each fiseal year. H. R. ; 961 provides acl led authority for tem- 
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porary loans to the Federal w employment account durin lg the first 
6 months of each fiscal vear until enough is accumulated in the account 
through the annual excess to provide a working balance for the first 
half of each fiscal Vvear. Chis would be ac omplished in about 4 years 
and thus would avoid any undue burdens upon the Treasury. 

We have consulted with the Treasury Department on this point and 
the Secret: uly ot the Tre USUL'Y has advised us that he is in accord — 
our position and would be op posed to Hi. R. 3530 and HH, R. 353 
because of their adverse effect upon the budget. 

The a of Labor also favors the method provided under 
H. R. 2261 for paving the State and Federal costs of administering 
the employment security program. By the same token, the Depart- 
ment is definitely op posed to any method, such as that prov ided under 
H. R. 3530 and HH. R. 3: 1. of distributing to State employment secu 
rity agencies the excess of the funds accumulated in the Federal unem 
ployment account which are not annually appropriated by the Con 
gress for State and Federal administration. 

Both under the present Jaw and under H. R. 2261 the States are 
receiving and would continue to receive ig Federal funds such 
amounts as the Congress finds necessary for the eflicient administra- 
tion of State laws. 

It may be that the program, taken as a whole, has not had enough 
money at times for the most effective administration. The ups and 
downs of the program following economic fluctuations present unique 
problems in meeting sharp changes in unemployment insurance work- 
leade. The Congress has, however, dealt with these problems 
willingly as they have arisen, has passed deficiency appropriations 
and for the past several years has appropriated a contingency fund 
to meet unforeseen changes. While the system may not be perfect, 
from an administrative standpoint, it has provided a useful check 
upon any unnecessary expenditures and would prevent uneconomic 
drains upon any reserve available for use in emergency situations. 

The Bureau of Employment Security works in close consultation 
with the States in the entire budgetary process and the methods for 
determining the amount of administrative grants have been developed 
cooperatively by the Bureau and the State agencies. Since 1940 the 
Bureau has been using objective methods for determining State 
operating costs, developing cost criteria for each State function. 

There has been considerable variation in the amounts granted to the 
different States for administration. In fiscal year 1952, 15 States 
received more in administrative grants than was collected through the 


0.3 percent Federal tax based on wages in these States. <A total of 
28 States have received more than ae Federal tax collected in one or 
more years during the period 1939-52. Other States received much 
less than the amount of tax siemens in those States. These differ 


ences have, by and large, resulted from generally sound concepts of 
efficient and thrifty financing. The differences are largely due to the 
relative density of population, but are also caused by such other factor: 

as the benefit claim load, the size of covered firms, and other require 
ments of the State laws. 

Coupling the appropriation system with an earmarking of funds 
in the Federal unemployment account would, in my opinion, increase 
the present administrative stability of the system by providing a 

83049—53———2 
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reserve for bad years when tax collections may be less than adminis- 
trative expenses. At the same time it woul | create a much needed 
financial reserve to be used in such a way as will prove most effective 
n meeting the emergency benefit needs of the States. 

H. R. 3530 and H. R. 3531 would impair this reserve by providing 
that each year the excess of tax collections over the funds appropriated 
by the Con oTess for administration would be dis} osed of by (1) the 
transfer of 20 percent of such excesses to a caeaeabe account for each 
State until the account equals or exceeds $100 million: (2) the distri- 
bution of the remaining 80 percent (with increasing percentages up 
to 100 percent as the account of the State nears or equals $100 million) 
to each State in the ratio that the amount of payrolls subject to State 
tax hears to the total payrolls subject to tax in all States. The dis- 
tributed funds could be used, in the discretion of the State, for admin- 
stration or to pay unemployment compensation benefits. It should 
be emphasized that this annual distribution would be in addition to 
the funds appropriated annually | V the Congress for administrative 
purposes. 

The amounts allotted to the States would never seem to reflect State 
needs as measured by reasonable cost criteria. The excess would be 
distributed even to those States which have received more in admin- 
strative orants than the Federal Government has received from its 
emplovers under the Federal Unemployment Tax Act. In addition, 


New York, California, and Massachusetts would receive more than 
heir employers pay under the Federal tax when the administrative 
rant is added to the amount of excess proposed to be distributed. 


Small States, which now receive from 128 percent to 194 percent of 
Federal tax collections, would, under the 2 bills receive from 148 
percent to 220 percent of taxes. 

It strikes me as fundamentally unsound financing for the Congress 
to determine and appropriate what the States need for proper and 
efficient administration on the one hand, and then on the other hand, 
for the Congress to provide the States with additional funds totally 
without relation to the needs of each State. Such a system is certain 
to waste public moneys by uneconomic distribution of funds within 
the system as a whole. The amount of the excess funds to be dis- 
tributed would increase, when the Congress, for sound reasons, should 
decrease appropriations for regular administrative grants and the 
excess funds would decrease when the Congress should, for equally 
sound reasons, make an increase in the appropriated funds. 

The States would have only two alternatives for the use of these 
excess funds—to leave them in the State benefit fund for benefit 
expenditures or to appropriate them for costs of administration. 
With few exceptions, the States would have no incentive to use these 
excess funds for benefits, since their benefit funds are already ade- 
quate, or even more than adequate. In such States there would be an 
incentive to find ways to spend these moneys for administration. One 
way of so spe nding these monevs would be to widen the scope of indi- 
rect services to the State employment security agenc y by other State 
departments which would be financed out of employment security 
funds. Already the cost of many services by other State departments 
are reimbursed out of title IIT funds. Any further extension to other 
activities would, in my opinion, be tantamount to subsidizing other 
functions of State government. : 
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The two bills = ide that the State agency must spend any excess 
funds received “in accordance with its general and established fiscal 
procedures. a J ssepaleiad that the intent of this provision IS to 
assure that the funds would have to be appropriated by the State legis- 
lature before they were available for administrative expenditures by 
the State agency. I question whether the language will accomp lish 
this purpose. Most States can use Federal administrative grants now 
without annual resort to their legislatures, and this automatic type of 
authority may well extend to the distribution of the excess for admin 
istration and other uses. This will mean no real legislative check on 
the use of funds either in the Congress or in the States. 

For these reasons, I feel very strongly that the specific proposals In 
H. R. 3530 and H. R. 3531 for the use of the Federal Unemployment 
Tax Act receipts are not desirable. 

The position taken by the Department with respect to these bills 
is consistent with a resolution passed by the Department’s Federal 
Advisory Council on Employment Security at its meeting on April 
9 and 10. 

This Council is a statutory body, established under the Wagner 
Peyser Act of 1933, to advise on the policies of the United States 
Employment Service, and, under Reorganization Plan No. 2 of 1949, 
to advise on the unemployment insurance functions of the Department. 
It has 15 public members, including representatives of the major vet- 
erans’ organizations, 10 representatives of employers, and 10 repre 
sentatives of labor. (Iam appending a list of the membership of the 
Council.) 

The Council has been studying the subject matter of these bills for 
over a year, including intensive study of one of its committees, and 
had already passed two resolutions along these lines. However, in 
view of the impending hearings on the bills, the Council gave fresh 
consideration to the issues involved in almost a full day of discussion 
and arrived at the same conclusions as previously. The Council took 
separate votes on the several issues involved. (I might say that the 
public, labor, and employers were almost equally represented at the 
meeting.) First, the Council adopted unanimously the following: 

The Council believes that the proceeds of the Federal Unemployment Tax Act 
should be earmarked in a separate fund 

Next, the Council adopted the following motion by a vote of 13 
public and labor members as against > employer members : 

The Council opposes the distribution of the excess of Federal Unemployment 
Tax Act over administrative costs automatically to the States on the basis of 
each State’s taxable payroll. 

The third motion was adopted by a vote of 15 to 2, several employers 
voting for the motion: 

The Council recommends that the taxes earmarked under the Federal Unem 
ployment Tax Act be used for (1) congressional appropriations for Federal 
and State administrative expenses and for contingency administrative expenses 
for States, and (2) to extend assistance to States to overcome emergency short- 
ages in benefit reserves. 

The Council then rejected by a vote of 11 to 8 a motion proposed 
by an employer member favoring the principle of repayable advances 
in providing assistance to States with depleted benefit funds as against 
assistance through outright Federal grants. 








16 UNEMPLOYMENT INSURANCI 


The De} urtment of Labo is inclined to favor the principle of Fed- 
eral grants from the earmarked funds to States whose benefit funds 
are in financial distress. However. any legislation dealing with this 
aspect, whether based on loans, ady ances, or grants to States threatened 
with insolvency or whether based on some other concept, must be con- 
sistent with the appropriate responsibilities and interests of the Fed- 
eral and State Governments with respect to unemployment compensa- 
tion and employment service progralns. The employment service and 
unemployment compensation programs together constitute a nation- 
wide system for assuring effective use of our manpower resources par- 
ticularly in times of national emergency, and it is important that this 
system be maintained. 

The Bureau of the Budget has advised us that the question of rela- 
tive responsibilities of the Federal and State Governments is one on 
which guidance should be provided by the proposed Commission on 
Governmental Functions and Fiseal Resources. The Bureau has also 
sugge sted that the Department of Labor should work closely with the 
¢ its views respecting the most 
prudent and appropriate use of these excess funds for the benefit of 
the system as a whole. The Bureau has further suggested that H. R. 
3530 and H. R. 3531 should not be considered favorably by the com- 
mittee pending a report from that Commission. 

In any event, I believe that we should bear in mind the possibility 
that some States, if faced with a threat of insolvency, may be in need 
of some assistance. As you know, the economic structure of the State 
of Rhode Island has continually presented a possibility of financial 
lifficulties under the unemployment insurance law of that State. Ad- 
verse economic conditions—even of a relatively short duration—might 
result in a need for assistance not only in Rhode Island but also in 
other larger States such as Alabama, California, Massachusetts, Michi- 
van, and New York. For this reason it might be wise at least to pro- 
vide some temporary authority under interim legislation to aid States 
that might face insolvency of benefit funds. 

In summary, the position of the Department of Labor is! (1) We 
favor the earmarking of the Federal unemployment tax to be used 
exclusively for employment-security purposes, as proposed in H. R. 
261: (2) we oppose the proposed distribution of excess funds to the 
States as proposed in H. R. 3530 and H. R. 3531, and (3) we are agree 
te to a temporary provision for assistance to States whose benefit 


(C‘ommissio 1 W ith the object of obt wnin 


funds are facing insolvency. This position is in agreement with the 
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Cour 


The CHarrman. Are there any questions / 

Mr. Jenxtns. Mr. Chairman, I would hke to ask just a few 
questions. 

The Cuarrman. Mr. Jenkins of Ohio will inquire. 

Mr. Jenkins. I followed your statement, Mr. Secretary, read every 
word of it with you. You summarize it in the last paragraph rather 
completely, do vou not ¢ 

Mr. Masipurn. Yes, sir. 

Mr. Jenkins. So, I take it that the position of the Department of 
Labor is [reading]: 

We favor the earmarking of the Federal unemployment tax to be used exclu 
sively for employment-security purposes, as proposed in H. R. 2261 
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You ado not want any more money to be collected than 1s absolutely 
necessary. In other words, you do not want the big States to collect 
ny more money than is absolutely necessary or, to turn it around the 
other way, you do not want the little States to pay out more than 
they have bee) paving, because, as you say, then they face insolvency £ 


Mi . sHpurn. Yes. 


Mr. Jenkins. Is there not some way by which that can be handled? 
iia tline sn all States doing everythi ng they apelin can to meet the 
demands’ As T understand it, the amount of expenditures depends 


primarily upon the amount of paca paid out. Why should not the 
little State. if it cannot afford large benefits, just pay what it can af- 
ford? And. if the large States can afford larger benefits, why not 
permit them to pas larger benefits 

Mr. Masunurn. We think the program ts operating as efficiently 
as it can at the present sang at least. as far as we know. sessing that 

not true. We may learn later, with some further experience, but I 
have only been on the jo b a month, and I am not entirely familiar 
with all aspects of the prob lem. Of course, J did have some exper 
ence with it in California. 

Sut we do believe that there are States that may get into serious 
difficulties unless we have a reserve with which we can help them out. 
We believe that there are other States that, because of their wide 
area, have to have more money, that is, it costs them more money. 
We have tried to take into consideration in budgeting out this money, 
or passing it out after it is appropriated by Congress, the actual needs 
for efficient administration. I do not know whether I have answered 
yvour question or not. 

Mr. Jenkins. I think you have done well in stating your position. 
On the other hand, if your position would obtain, then the big States 
would be permitted to do what they could do, what they could afford 
financially to do, as T understand it. Under the Mason bill, the main 
position 1s that the collection of the mone Vv is provided for and, if 
there is anv money left over, it is — ibuted to the States in proper 


—— on. That would seem to me to be a pretty good finane ial 
policy: that is, to permit a State to oa what it can and, if its con 
tribution is less than its benefits. then they would have to reduce their 


benefits: that is all. 

Mr. Masupurn. Of course. Mr. Congressman. what we are con 
cerned about is that there shall be a proper reserve so that if we get 
ah thant cipated inter uption In Our economy we would have a reserve 
with which to help those States which need help, instead of paying 
t all out and then have to turn to the Federal Government, through 
ts veneral fund, to take care of them. I think we all realize that 
our people are going to be taken care of. Weare going to take care of 
them out of the general tax funds. but we believe that this program 
Was set up ona fairly sound financial basis, and we believe that we 
should run the Government as we do our own private business, and 
that there should be a proper reserve to take care of any unanticipated 
emergencies. 

Mir. Jenkins. That is all, Mr. Chairman. 

The Cuairman. Mr. Cooper of Tennessee will inquire. 

Mr. Coorer. Mr. Secretary, | would like to inquire very briefly just 
for information. As indicated by the questions asked by Mr. Jenkins 
and as set forth in your statement presented to the committee, am I 


UNEMPLOYMENT INSURANCI LY 
correct in understanding that it is the position of the Department of 
Labor and the administration that you support the bill H. R. 2261 and 
oppose the other two bills on this subject now before the committee 4 

Mr. Masnupurn. Just part of it, Mr. ¢ ongressinalh : that portion 
which has to do with the earmarking of the funds in H. R. 2261 
There are othe port ons of the bill that v e do not SUpport at this time, 
until further study is made of this problem. 

Mr. Coorer, Then am I correct in understanding that you now pro 
pose that the method of financing contained in Tl. R. 2261 should be 
adopted, but that other provisions of that bill should not at this time 
be adopted ¢ 

Mr. Masupurn. Yes. 

Mr. Coorrer. And that the Department is op pos of to the other two 
bills before the committee. H. R. pees H. R. 353 

Mr. Masupurn. That is right. 

Mr. Cooper. I would like to ask - one othe veneri i] question fou 
information, Mr, Secretary. Is it your position and view that the 
unemployment-tax program has been beneficial to all branches of the 
economy of this country ¢ 

Mr. Masupurn. I ae very sure of it. 

Mr. Coorer. That is, business and industry and the general economy 
of the country, as well aus. _ direct beneficiaries of the program ¢ 

Mr. Masnpurn. Yes, s 

Mr. Cooper. And I am sure you will agree that the original purpose 
of the program was to gg lish that result ? 

Mr. Masupurn. Yes, 

Mr. Cooper. I thank ae 

The CuarrMan. Mr. Mason, of Ilinois, will inquire. 

Mr. Mason. Mr. Secretary, the original author of this bill, H. R 
3531. was Mr. Mills of Arkansas. We had extensive hearings on that 
bill, in connection with the bill of Mr. Foran. Mr. Mills claimed that 
his bill would improve and strengthen the unemployment security 
program. And after extensive hearings last year | agreed entirely 
with Mr. Mills that it would do that and, as a result, I joined with 
him in sponsoring the same bill, practically speaking, this year. 

I have listened very carefully no your 10-page statement and I won 
der if this is a fair summary of what you tried to say in that state 
ment: First, that the Federal Government is objecting to the pro 
visions of H. R. 3531 because they would take away from the Federal 
Government funds collected for unemployment compensation that 
they have been using for current expenses, To help them balance the 
budget. 

Is that a fair summary of your main objection to this bill 4 

Mr. Masupurn. No; I do not think that is a fair summary, Con 
gressman; [| think the record which we have set forth here is fairly 
self-explanatory. Our great concern here is that we will tear down 
that reserve that has been built up which lay ald the States in time 
of need. 

Mr. Mason. What reserve have you built up / 

Mr. Masuscurn. That depends, Mr. Congressman, upon the mannet 
in which you figure this. We have a chart which we went over rather 
thoroughly yeste ¢ ay, and there are several different w: ays by which 
it can be figured, but it runs, I believe, about $750 million to around 
$1 billion, depending upon how you figure it. 








Mr. Mason. Mr. Secretary. that fund represented the excess that 
the Federal Government received over the past vears. above what they 


Wi pald o to the States for administrative purposes. Phat excess 
»f Federal Treas VY. DUT 1T V is not earmarked, and t Was 

. 1 
‘ rrent expe ‘ 1H] do vou vet a reserve fund out o1 


\} \I | ‘ } } | ( pent | ere ta PPT Ho 
( ive ( peel ! | () | Ss eVe . put nto the 
| - an mov mat I ] moneV SHOUla TaVve yer sed fo. 
‘ ( ( Hens oO} 
‘ lyevy) 2 1] 
Nin \] SITIBURN C onoere man. I « mMnot vo back more tha >» weeks 


| ould like to have Mr. Goodwin answer that question. 
NI \I on. | ould be olad to have \Ir. (rooawih answer ft. He 


i \ veal 
Phe ¢ WAN. Mr. Goodwin, for the purpose of the record, will 
ou Te vour 1] ime and vour offic i] position. 
Mr. Roserr C. Goopwix. Mr. Chairman. my name is Robert C 
Goody I am Director of the Bureau of Employment Security im 
Department of Labor 
() e 1) tt t Congre in has raised, the concern of the Treas 
Department and the Bureau of the Budget has to do with the ap 
rox te] SVY40 1 Ilion vould be lost to the Treasury the next 
r. That comes about by the language in the 2 bilis and the 
fact ft 7 hout 85 percent of the tax collections are made in the first 
6 months of the calendar vear. 


Mr. Mason. That was all covered in the statement of the Secretary 7 
Mr. Ronerr C. Goopwin. Yes, sir. 


Mr. Mason. Very pla md very well covered. But that does 
ot get around the fact that there no reserve and that you have been 
wt money to balance the budget: and if it is taken away from 

ou now and oiven back to the States for administrative purposes or 
rol hemploy ent compensation uses, then the Treasury will not have 


t and you will be out $240 million in this next year: is not that a fact ? 
Mr. Masurvurn. Congressman, that is not it. We are for giving it 
back, and earmarking it, but i different manner than contained in 
vour bill. 
Mi Mason. Then why have you not given it back over the past 
14 years? 
Mr. Masurvrn. I have not been here. Congressman. 
Mr. Mason. Of course, when T say you, I do not mean you person 


} 


illy:; I mean the Department that has been administering this program 


ind using this money for general purposes. 

Mr. Masupurn. Congressman, as I understand the law, the Con 
ress ould ive to vive ba k. the Department could not. The dif 
ference seems to be in the manner in which vou give it back, not in not 


O1ViIng it back. 


Mr. \ ASON That is true: and the Congress would have to olve it 
hack by an approp. lation But the Department has seen to it that the 
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Congress was not even invited to give it back in past vea 
ask you 2 or 5 other quest ions. 


Do vou obiect to the “0 percent reserve set aside to build up what 
we used to eal] the George loan fund. to help out States e \ 
vet into temporary ee That Is one ot the provisions of 
ri. R. Sool. Do Vou objec to that provision, ZU per nt set aside and 
earmarked for that purpose daehnite ly 

Mr. Mastpurn. I am advised that the 20 percent would not build 
it up fast enough. . 

Mr. Mason. Well, that is a matter of opinion, of course, Phat 
would depend upon how much these states needed help and how 
much they were willing to stand on their own feet and help them 
se Ives: and how much would be handed back to them each year auto 
matically over and above the 20 percent and how much that would 
help them out of their difficulties. 

Mr. Masipurn. It isa matter of judement, Congressman. of course. 

Mr. Mason. That is right. I think that is all, Mr. Chairman, just 
how. 

The CHairman. Mr. Mills of Arkansas will inquire. 

Mr. Mints. Mr. Secretary, as Mr. Mason ha stated, I am the author 
of 1 of the 3 bills before the committee and have been intereste ad for 

long time in this problem of what shall we do with the funds that 
remained over and above the administrative costs of the program. 
Shall we permit those funds to continue to be used for current ex 
penses of the Government, or shall we proy ide that those funds shall 
be used for the purpose, which I think is clearly intended in the 
U nemp ylovme nt. Act? We have the situation of an employer DeLnY 
taxed for the benefit of an employee lh a pel od of unemployment, 
and over S60 million a vear In current estimates 1s voing tO pay cul 
rent operating costs of the Government. 


You Say that the Department of Labor recognizes that that is a 
inequitable situation and vou propose that the monevs be earmarked 
and set as de ina fund. Wh il would we do with those mon s that 


we set aside in a fund in the Treasury’ What purpose wo..d they 
serve / 

Mr. Masupern. They would be for loans or grants depending 
upon how Coneress wanted to do it, to the States that are in dire need 

Mr. Minus. You sav thev would be for loans or grants as the Con 
oress might decide. Do IT understand that the Department of Labo 
itse If has ho position with respect to the issue there nvolved, wl ethe 

sh all be a vranht oO) whether it shal 

4 Masnupurn. Yes, we do have a position. We are inclined to 
favor the grant. 

Mr. MILs. The administration now 1h power would favor a erant 
from this fund to the State, rather than a loan repayable by the 
employe rs in the State recel\ ne this amount / 

Mr. Masitmpurn. Not the administration; the administration has 
not taken a positive position on this. We Say that we are inclined 
the Department of Labor says that they are inclined to lean, but not 
definitely, to the grant, and until that is determined, to continue, with 
Congress appropriating the money out of meres ae and per 
haps, with some interim arrangement for financial aid to the State 


benefit funds. 
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Now as to the reasons for favoring a orant at the present time. We 
may be right or not, and we would like to look at it further, because 
there are other contrary positions which favor the loan. But the 
thing that we are « ‘concerned about is this. 

Rhode Island at the present time, using them as an example, 1s 
not in too wood shape finane ally. We are concerned that if a loan 
s made, let us sav to Rhode Island, that they will have to raise their 
tax, and that will make them more noncompetit ve with the other 
States than they are at the present time, and they will probably not 
be able to pay th: it loan unless they do raise the tax. which will put 
them in the hole deeper. That is our concern. That may or may 
not be right. Ido not know. We are not too determined on that point. 

Mr. MILLs. The employers would be the ones who would pay the 
tax; and it is your thought that as the tax is increased under the bill— 
ind, of course, under the bills, H. R. 3530 and H. R. 3531, provision 
is made for an increase in the tax in the case of a loan to the State— 
but I do not know that I quite understand your position—it is your 
thought that because of the imposition of ee additional tax the 
employers who manufacture these materials in Rhode Island might 
find themselves in a noncompetitive lini with the rest of the 
country ¢ 

Mr. Masnupurn. That is what we are concerned about. We have 
that situation in New England at the present time. 

Mr. Mitts. The Department of Labor has spent some time on that 
particular point, I assume ? 

Mr. Masupurn. Yes: we have. We have had a —_ made of the 
unemployed areas—areas of surplus labor—and in New England at 
the present time we have great 9 i9etyy" sain in abe shoe industry 
and the textile industry. The Federal Government at the present 
time—TI should say the Department of Labor and the Department of 
Commerce are working with the Defense De ‘partment now to channel 
some of the defense-production materials into those surplus-labor 
areas. 

There is a competitive situation in New England as against the 
South at the present time. We are afraid that some of those States 
that are in some difficulty now will get into further difficulty if they 
are given a loan and then have to raise the tax, because then they will 
be further out of competition. 

Mr. Miuus. Mr. Secretary, I will say this. The Department of Labor 
has a most ingenious way of euchreing me into an awkward position. 
I am, of course, from the South. I had no intention and no thought 
in introducing this bill of creating a noncompetitive situation in the 
State of my dear friend from Rhode Island. as I did have some 
thoughts in my mind when I introduced the bill, but that was not 
one of them, and I want to a publicly and certainly disown 
any such intention if that is what the bills would do. 

But let us look at it a little bit differently. You have used the 
State of my friend from Rhode Island as an example. The State of 
Rhode Island has, does it not, unemployment benefits for temporary 
ilIness ? 

Mr. Masnpurn. Yes: the *\ do. 

Mr. Miuus. Is it the only State so far that has that provision 4 

Mr. Masupurn. No: California has it. 
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Mr. Mirus. Is California on a sound basis? Is its unemployment 
fund operating on a sound basis # 

Mr. Masupurn. Yes; it is. 

Mr. Mitts. It is? 

Mr. MasHpurn. Yes. 

Mr. Miuus. I notice you listed it in your statement as one of the 
larger States that might soon be in trouble. 

Mr. Masueurn. That is possible, but there are conditions, there, 
Mr. Congressman, which are different from most other parts of the 
country because you have a great influx into California. 

Mr. Mis. Let us take my own State, which is sound. In my 
own State we do not have temporary illness benefits: we do not 
have permanent illness benefits. I am not saying that I favor them 
or not. But Lam pointing out the fact that we do not have those 
benefits. Now, the legislature of my State, if we passed a bill pro 
viding grants without repayable loans, could say that we would 
provide temporary illness benefits and we would not be too much 
concerned about the safety or the soundness of our fund, for if our 
fund should become imperiled, and we should approach insolvency 
In any manner, we can always go to the Treasury and receive out of 
this earmarked fund which the Department of Labor is recom- 
mending, sufficient money to bail us out. 

You say that you do not like the bill H. R. 3530 or H. R. 3531 
because of the provision—it is one of your reasons for not liking it, 
as you say in your statement—because of the provision that au 
tomatically passes money back to the State trust fund without its 
being appropriated. Do you see any possibility there of moneys 
being a back to the State under the circumstances that I 
mentioned as being possible 1 in the State of Arkansas, without the 
Congress appropriating the funds? Do you see any possibility of 
any moneys passing back to my State of Arkansas out of this fund 
that you endorse and would set up without Congress making the 
appropriation ¢ 

Mr. Mastpurn. No, I do not think so. 

Mr. Mitus. Maybe I am not making myself clear. But where the 
State of Arkansas fund becomes insolvent and we do as you sug- 
gest, set up this earmarked fund for these moneys to go into, and 
we pay them to a State on a grant basis, then my State has passed 
these additional burdens on to the fund without increasing the tax, 
and the fund becomes insolvent. So my State director applies for 
one of these grants and that money is made available to Arkansas. 
My ‘State’s funds became imperiled because of some additional 
benefits made available by the State legislature. Now, is money 
passing from the Federal Treasury in that instance without a con- 
gressional appropriation / 

Mr. Masnprurn. Do you want to answer that, Mr. Goodwin ¢ 

Mr. Mitts. There is only one answer to it, and the answer is 
ST ea. 

Mr. Masnueurn. I do not think so. You ‘were talking about 
money passing. 

Mr. Mus. I am asking now, Mr. Secretary, if you will permit 
the interruption, is that also an instance of moneys passing from 
the Federal Government’s Treasury to the State without an appro- 
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priation ¢ My point | this: In your statement you make a great 
cle i] OU ot thre part cular feature ot the bill that Mr. Mason and 


I have introduced, but still your plan has in it the very same weak- 
bie . t thers \\ if be mo ‘Vs passed from the Federal Treasury 
1 the te without appropriation DY Congress. so the answer 


Mir. Masupburn. I think under vour bill. as I understand it, Mr. 


Congressman, you automat illy ove back to the states this money 


to! \ original ai estion could o1 ly be “Yes.” 


ina certain Way. 

Mir. Minus. Oh, ves. 

Mr. \I ASHBURN. You iutomatically vive it bach . SO that the State 
could use that money al dit would not be restricted in the same manne! 
that the Cor YTess vould restrict it: that not right ¢ 
M Minus. No, not at all. Lhe State would be rest) ected in the 
of the money. The money goes into the State trust fund and it 
can only be removed from the State trust fund in accordance with the 
state law which definitely provides, as Mr. Goodwin knows and as 
you know, how those moneys can be withdrawn from that State fund. 
So it is not turned back to the State without any control whatsoever. 

Phe truth of the matter is, if you will look at it a little more closely, 
that in the case of the bills which Mr. Mason and I have introduced, 
we establish a lot more control than is the case in the proposal for an 
outright grant, where you do not call upon the State to make a repays 
ment and vou do not call upon them to use any degree of concern over 
what might happen to the fund. What vou are saying is, “Do what 


you want with it and if you ever get into any trouble in the State. we 


| ] 
hong and 


willeomean og 


rive you another grant.’ 

Phat is about what you are saying. But under this proposal of 
Mi M isoh and my self, we are ¢ alling upon the state to make repay 
ment:and how? Weare calling upon them to make repayment upon 
the same basis on which the \ made the original payment; that is, fo 
tiie employe l STO pay this additional amount. 

Mii M ASHBURN, Yes, sotar as a i\ loans are co ce rned. 

Mii Nits : It SeeTH to me, Trom Ww hat | have read, and from what 


those in charge of this administration have said, it would be imposs! 
ble fol me to believe that this adn nistration would support the idlea 
ota grant toa State Tol this purpose, w en the plan has been worked 
out by which the employers, the the people who are going to pay the 


tax, agree that that would present the necessity of a grant. I thought 


we were be noe told that we were gvgomng to get away from these State 
erants or the idea of State grants. But nov the Department of Labor 
comes along and tells us this morning—and your statement has been 


approved by the Bureau of the Budget, which is supposed to determine 


qiihistration s positlon—the Department comes along and tells 
it your Department at least thinks that this whole matter should 
» handled on the basis of a grant. I do not know—mavbe there has 


been no Change im youl Department in its position o1 this particule: 
mieu, 

Mr. Mason. Will the gentleman \ ield there? 

Mr. Miuus. I have finished. 

Mr. Mason. It is beginning to look as if there were no change at all 
in the administration, because the same story was told us last year 
that is being told usthis morning. 
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The CHairMan. I want to read into the record at this point a telk 
oram that I have received. It reads as follows: 
Hon. DANIEL A. REED, 
Chairman, House Committee on Ways and Means: 
We understand that the Mills-Mason bills which provide for repayable ad 


vances to State unemployment trust funds and also Cor ssman Forand’s bill 
which provides tor out! ght Federal grants to such funds are now be 

sidered by your Committee. The position of Associated Industries of Lh 
Island with respect to each of these bills—namely, favoring the Mills-Mason b 
and unalterable opposition to the Forand bill s the same today as was 


year ago when our President Frank S. Shy testified before Congressman ko1 
and’s committee with respect to the Forand bill 
ASSOCIATED INDUSTRIES OF RHODE ISLAND, 
FRANK S. Suy, President 

Mr. Camp of Georgia is recognized. 

Mr. Came. I would like to ask a question for my own information, 
Mr. Secretary, if I may. Is not the main trouble in this whole situ 
ation the fact that the re is a wide variance between the benefits paid 
by various States under the various State laws ¢ 

Mr. Masupurn. That is one of them, certainly. 

Mr. Camr. You have mentioned the State of Rhode Island here. 
Is it not a fact that the law of the State of Rhode Island is very much 
more liberal in its benefits? 

Ir. Mastipurn. It is about average, I am told. 

Mr. Camp. Sir? 

Mr. Masnupurn. It is about average in its benefits. 

Mr. Came. For instance, something was said here about benefits 
ror tempol L1'y illnes 5 some ot the State laws do not provide any 
benefits for temporary illness; is that not right 4 

Mr. Masnporn. Yes, but that is a separate program; the disability 
employment insurance is a separate program from the program that 


we are talking about. 
Mr. Camp. A separate fund / 
Mr. Masnpurn. Paid for by the workers in the State / 
Mr. Came. If that is a separate fund, then it does not enter into 
the discussion here at all: is that rieht? 

Mr. Masunurn. I do not think it does in this respect. 

Mr. Ca Is, Sal 
ndustrialized, or has perhaps only one kind of industry; for instance, 
textile mills. That industry itself may suffer an economic setback 
and we have unemployment there. Other States do not have the 
textile industry and they may have a surplus in their fund, whereas 
the first State might be sorely pressed to meet its regular rolls. 

Mr. Mastipurn. That is true. 

Mr. Camp. Your idea is that there should be a general fund so that, 
n such instances, that State might be he Iped over the trouble it finds 
itself in. 

Mr. Masupurn. That is right, Congressman. 

Mr. Camp. And if they have to raise the tax in that State, then 
its competitive position is further jeopardized ¢ 

Mr. Masuzurn. That is our point. 

Mr. Camp. The 20-percent fund that is provided in the Mason and 
Mills bills, is that not for the same purpose ¢ 

Mr. Masupvrn. Yes; but it ison a loan basis at present; as I under- 
stand it. 


mp. One State may be peculiar in that it is, say, highly 
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Mr. Camp. It is on a loan basis? 

Mr. Masupurn. Yes. 

Mr. Camp. | just wanted to get that information; thank you, sir. 

The Cuamman. Mr. Byrnes of Wisconsin will inquire. 

Mr. Byrnes. As I understand the position of the Department, you 
Want to maintain a fund out of which to make Federal grants to 
States that find themselves in difficulty : is that correct / 

Mr. Masnupurn. That is correct. 

Mr. Byrnes. Why did these States get into difficulty in the first 
instance ¢ 

Mr. Masripurn. Because of great unemployment. 

Mr. Byrnes. Is not part of the reason the fact that they do not 
make proper provision for contingencies, in large part; that their 
fund, in the first instance, is not sound to take care of contingencies ¢ 

Mr. Masupurn. No. 

Mr. Byrnes. We do not have the same law in Wisconsin that Rhode 
Island has, as far as benefits are concerned. 

Mr. Masupurn. Economic conditions in different areas are different. 

Mr. Byrnes. Economic conditions are a factor, but that is not the 
only thing that puts these State funds into difficulty ; is it ¢ 

Mr. Masnusurn. No, absolutely not; but at the minute, I cannot 
think of any reason. 

Mr. Byrnes. You cannot ¢ 

Mr. Masupurn. No. 

Mr. Byrnes. Is one of the factors the allowance of benefits that go 
beyond what the fund will stand ¢ 

Mr. Masupurn. That is possible; surely. 

Mr. Byrnes. Under your proposal, what is there to encourage a 
State that has a plan that is not completely sound to take steps to put 
themselves on a sound basis ? 

Mr. Masnpurn. Can you answer that, Mr. Goodwin ? 

Mr. Byrnes. There is really nothing, because under your proposal, 
they can just go out and hand out benefits and, if they get into difficul- 
ties, they know that there is a big fund down in W ashington to which 
they can come and get a grant. 

Mr. Masupurn. If C ongress says that, I guess it is true. But there 
must be proper safeguards under any proposal. 

Mr. Byrnes. You are not voing to come to C ongress to get a grant, 
under this bill proposed by Mr. Forand: you are going to the admin- 
istrator of the fund here in Washington; are you not @ 

Mr. Masnevurn. Which bill are you t: king about ? 

Mr. BYRNES. I am talking about the l‘orand bill. You do not come 
to Congress and get an appropriation to make up a deficit. That is 
the point that Mr. Mills was making. You make an application to 
the Department; do you not? 

Mr. Masusurn. Do you want to answer that, Mr. Goodwin ¢ 

Mr. Roserr C. Goopwiy. I think the answer to that question, Mr. 
Congressman, is that there are some standards written into the bill 
which would be a safeguard against a raid on the Treasury. One is 
that the State is required to have its maximum rate a least a year 
before it will be eligible for any grants under the system. 

H. R. 2261 requires that the minimum State contribution rate must 
be at least 2.7 percent whenever the balance in the State’s unemploy- 
ment fund is less than 6 percent of the most recent annual taxable 
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payroll or less than three-fifths of the unemployment compensation 
paid from such fund during the preceding 5 years. 

Mr. Byrnes. One year is a pretty easy requirement. 

Mr. Rozert C. Goopwin. It is quite an incentive. It seems so to me. 
The employers in a State would not permit a lax type of administra- 
tion, certainly, pushing the tax rate up to the maximum, if there was 
any way to avoid it. 

Mr. Byrnes. The employers do not control solely what the provi 
sions are of a particular unemployment compensation act in any State, 
is that not so ¢ 

Mr. Rosert C. Goopwin. That is right, but they are a very powerful 
influence. 

Mr. Byrnes. I have served in State legislatures, and I know there 
are other powerful influences also. 

Mr. Rozerr C. Goopwin. I think the citizenry of a State generally 
would be on the same side on that kind of a question. 

Mr. Byrnes. If you can always look to a Federal grant to get you 
out of difficulty, what encouragement would there be to correct the 
situation yourself right there at home and set up a sound system? 

Mr. Roserr C. Goopwin. I think the answer to that is that the 
standards that are provided in Congressman Forand’s bill are such 
— a State would have to get in such bad condition before it would 
be eligible that there would be plenty of incentive before you would 
get to that point for the State to do something about. it. That is the 
whole basis upon which the provisions in his bill are based. 

Mr. Byrnes. Personally, I might interject here—and it may not 
be worth anything—I think that is er: azy philosophy myself, as far 
asa Federal-State cooperation plan is concerned, unless your objective 
is to have things in such a shape that the Federal Government can 
take over the State system. 

Mr. Roserr C. Goopwin. No; that is not the case, and I do not think 
anyone that has looked objectively at the problem in Rhode Island, 
and the economic conditions that they have there, can get away from 
the fact that they have a very difficult problem that is likely to be 
made worse because their only solution now is to increase their tax 
rate above the 2.7, if the economic conditions get a little worse. If 
they push it above 2.7 and they get into a worse competitive situation, 
industry will leave the State. You can say that is Rhode Island’s 
business and you can ignore the problem, but it is a real problem. 

Mr. Byrnes. You would have a Federal system fundamentally. 
would you not ? 

Mr. Rornerr C. Goopwin. We are committed to the Federal-State 
system and we believe that this proposal would strengthen it. 

Mr. Byrnes. I am talking about you personally. 

Mr. Rozerr C. Goopwin. Because the thing that will bring federal 
ization fastest, in my opinion—and most people familiar with this 
program agree with me—will be to have one of the States go broke. 
That is why we are conscientiously making this kind of proposal. 
There is nothing that would bring a greater clamor for federalization 
of this system than to have one or more of the States go broke. 

Mr. Byrnes. What you want to do is to say as follows to the States : 
You do not have to particularly correct your deficiencies if your plan 
is not sound and if you get into difficulty because we will bail you 
out with a grant. 








Mr. Roperr C. Goopwin. |] would hke to sav an add tional word on 
oint if [ 3 . M nderstanding of the Administration’s 


on at t Ss time 1s, Mr. Mashburn ind cated, there has not been 
Nhal a on reached by the Administration on the point as to 

¢ ould be loans or grants 
ie Secretary of Labor, Mr. Durkin, has indicated that he tends 
ha eral versus loans. He ha iiso indicated there are 
her important points of view which he has not given full considera 
on. but the important point is this: That the Administration is 
yosed to other features of the legislation by Mr. Mill and Mr. Mason 
ecause it Woul unbalance this xt fis al year’s budget by about 


Mr. Byrnes. We understand. I can understand that at least be- 
ertectiy cleat the statement. That to me is not the 
onents are trying to get at, or that the 


rux oT the issue that the pro] ‘ 


) ttee oncerned about 

Mr. Roperr C. Goopwin. May I just complete my statement, please ‘ 
Mr. Byrnes. Go ahead. 

Mr. Roserr C. Goopwin. We say in the position that we are taking 


hat the thing to do now is to get started by earmarking of the funds, 
d do it in such a way that we do not have this full impact of the 
SY1O 1 on lost to the Treasury now. That would mean that there 
vould not be a large fund available for grants or loans to States until 
im’ Dut up at a rate of So n lion 1 year over a period of tor 3d 
veal Phe Congress can deal with the question as to how it is to be 
| after the funds have been built up. In other words, there 

( ‘ oO mie lost o t bv following tl re ymendation. 
Nin BYRNES I< not the 1 i| ie ere, though. he issue petween 
! On 4 11 oO ¢ ) yf ! Ou We ld not have 
) i Ve — Vou 

ier the outric Oo ram é 
Mr. Roperr C. G DWIN. Our view on that, Mr. Co eressman, has 
hee that it would take about e me conditions: that the conditions 
qualitv would be about the me and that the amount ot money 
tid e about i . 
\I L>YRN S | Ct tne 7 I ie] l I itl you ne i 
evel ent of the al ! n tio} t rue each year ? 
\ ° R BER ( Ay ODWIN Phere = one pl piem Conne ion with 
it that | would like to make and that | not peel dwelt on much, 
ind that is this: We are nov thin about 20 percent of the total tax 
ce on the administrative cost thing has built up gradually as 
he program has expanded over the yeal Chat meat that if we get a 
rece ( ma itd hot i\ to be evel imal rone we will prob- 
' ’ 


require more for adminstrative costs than the tax will vield. 


because what happens Is, vour tax goes down at the same time that 


Mr. Byrnes. I am not talking out that I am talking about the 


IPpit sul r ye r cost oO p. your administrative costs, the 
carryover of that year ’ Y to be reduced There is no question 
phout that (ll these bills relate to is what are you going to do with 
the fund over and above the administrative costs. 


toBpeRT C, Goopwrn. [am talking about the surplus also, sir. 
syRNES. You are just showing us that the surplus might be less 


ome vears than it other vears 
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Mr. Ronerr C. Goopwrx. No, my point is that the cost of adminis 
tration can verv well exceed the income from the tax, and therefore we 
need a reserve for two purposes; one, for additional administrative 
costs under those conditions, as well as loans or grants to States on 
benefit amounts. 

Mr. Byrnes. Now, is it your contention that you need all of it for 
those two purposes ¢ 

Mr. Ronerr C. Goopwinx. We think that as a minimum we should 
build up that fund to a pretty large figure before there 1s a return t 
the sstates. Now, the proposal In the Mills Mason bills would build it 

patarate of about $10 million a year because it would be 20 percent 
of the excess. which is now about $50 million a year ; So, if we got into 
n emergency at any time in the next 3 or 4 years where loans were 


required for grants, or where we might have a deficit on the adminis 
trative financing, we probably would not have enough in the fund to 
meet that emergency situation. 

Mr. Byrnes. You were talking a moment ago about a fund that you 
have, \ ou havea bookkeeping fund now : do you not ¢ 

Mr. Roperr C. Goopwin. Well, actually, there is no fund there. 

Mr. Byrnes. What is the total of the surplus that has been put into 
the general fund ? 

Mr. Roserr C. Goopwin. As the Under Secretary said, it depends 
upon what you count in it, whether you count the Federal expenditures 
is well as the States’, or whethe1 vou count the cost of operating the 
employment service during the war, and it varies all the way from 
ibout S700 million to over $1 billion 

Mr. Byrnes. Do you think that you would have 


K f to accumulate m 
the same fashion all the funds that are received here at the Federal 
evel / 

Mir. Roperr C. (roopwin. We think that should be done for at least 
i period of years, and perhaps reevaluated. 

Mr. Byrnes. Even though as of this date, if in the first instance a 


] 


‘serve fund had been set up, vou would have today in it somewhere 


hetween S700 million and SI] billion ? 

Mr. Roserr C. Goopwin. Yes: but that is not at all typical, Mr. 
Congressman. Most of that was built up in the early days of the pro 
vranm. This tax was collected for a number of vears when the admin 
strative costs were low because they were not paving benefits dur ne 
ie first 2 or 3 vears, Now, the excess, as has been indicated, is about 
S50 million a vear, and that means it is building up ata much slower 

ite than it did in the original years. 

Mr. Byrnes. It is vour position and that of the Department that 
you have to continue to accumulate and that the 
retain all the funds received ? 

Mr. Roserr C. Goopwin. At this time; yes. 

Mr. Byrnes. Now, just returning a moment to this Rhode Island 

tuation, I believe the contention was made that the 


Kederal Government 


problem Is en 
tirely resulting from the employment picture in Rhode Island; is that 
correct 4 

Mr. Ronerr C. Goopwin. Yes. 

Mr. Byrnes. Now, am I correct when IT say that Rhode Island did 
transfer S29 million from their State unemployment compensation 
fund in order to inaugurate their temporary sick benefits? 
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Mr. Rosert C. Goopwin. That is right, sir. 
Mr. Byrnes. If they had $29 million more in that fund today, they 
would be in better shape than they are: is that not right? 

[r. Ronerr C. Goopwix. Yes. As I think the Under Secretary in 
lis ited, however, that money had been contributed by a tax upon the 
employees. 

Mr. Byrnes. The $29 million that was transferred ? 

Mr. Ronerr C. Goopwix. Yes. There was a tax on the employees in 
the Rhode Island unemployment insurance program at the outset. 

Mr. Byrnes. But as far as the unemployment compensation fund 
is concerned, they did take $29,000,000 out of it, did they not? 

Mr. Ropert C, Goopwiyn. That is right. 

Mr. Byrnes.*So that, to some extent jeopardized the solvency of 
the fund, did it-not ? 

Mr. Rorerr C. Goopwin. Yes. At the time that that transfer was 
made they were not in the financial difficulty that has developed 
since. 

Mr. Byrnes. No. In any of these things you have to anticipate the 
future, do you not ¢ 

Mr. Roperr C. Goopwin. Yes. 

Mr. Byrnes. And adverse conditions ? 

Mr. Roserr C. Goopwin. Yes, that is right, but I think the fact they 
built it up by contributions from employees, which is a tax that only 
three States have, is a very important point. 

Mr. Byrnes. It would not have anything to do with the solvency 
of the fund, or its ability to meet contingencies in the future—who 
pavs it 

Mr. Ronertr C. Goopwin. That isright. Itis not related to that. 

Mr. Byrnes. What incentive do you think there is going to be for a 
State when they can look to grants, outright grants from the Federal 
Government, to take corrective action promptly when they see that 
their fund might be getting into some difficulty ? 

Mr. Rosnerr C. Goopwin. Well, the average tax on unemployment 
insurance now for benefit purposes is 1.6 percent. One of the standards 
in Congressman Forand’s bill is that their tax has to be 2.7 percent for 
at least a year before they are eligible. There is quite a difference 


between 1.6 percent and 2.7 percent. It seems to me that that is a 
fairly adequate incentive in itself. 

Mr. Byrnes. One year / 

Mr. Rosertr C. Goopwiyx. Yes. In other words, they have to antici- 
pate their trouble and have the tax imposed for at least a year before 
they are eligible under the standards. 

Mr. Byrnes. Do you think that that is adequate encouragement ? 

Mr. Roserr C. Goopwry. I think that is a very powerful one. It 
seems to me that the taxpayers in that State would be very anxious 
to get that down lower if they could. 

Mr. Byrnes. What is your position in the Department ? 

Mr. Roserr C, Goopwin. I am Director of the Bureau of Employ 
ment security. 

Mr. Byrnes. How long have you been in that capacity ? 

Mr. Rornerr C. Goopwix. I have been in that capacity since 1948. 

The Cuatrman. Mr. Forand. 

The Foranp. I want to congratulate vou on your statement, Mr. 
Mashburn. It was very clear. You took a definite stand. You give 


he connnittee something to think about. 
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Now. I want to make reference to the telegram that the chairman 
has just put mito the record from the Associated Industries of Rhode 
Island, and I want all here to know that the Associated Industries of 
Rhode Island is the Rhode Island branch of the National Association 
of Manufacturers. The stand of the American National Association 
of Manufacturers on any of the social security acts that we have passed 
is so well known that I am not going to comment further. 

Now, with regard to the sick benefits fund, I believe that you, Mr. 
Secretary, have made it clear that that is paid for by the workers and 
not by the employers. 

Mr. Masupurn. That is right. 

Mr. Foranp. And that the $29 million that was transferred out of 
the unemployment compensation fund represented the contributions 
made by the workers prey iously to that fund ¢ 

Mr. Masnpurn. Yes. 

Mr. Foranp. Because the two at that time were merged into one and 
then separated; is that correct ¢ 

Mr. Masupurn. Yes; that is right. 

Mr. Foranp. Therefore, the sick benefit angle does not enter into 
the discussion at all 4 

Mr. Masupsurn. I do not think it does. 

Mr. Foranp. Now, has your administration found anything wrong 
with the administration in Rhode Island of the unemployment com- 
pensation fund, or are they doing all right ¢ 

Mr. Masupurn. I will have to ask Mr. Goodwin to answer that. 

Mr. Rosertr C. Goopwin. They are doing a good job now. 

Mr. Foranp. That is my understanding. 

Mr. Roperr C. Goopwry. They have been as long as I have been con- 
nected with the Bureau. They have been doing a good job. 

Mr. Foranp. That was my understanding of it, and I wanted to be 
sure of my ground because I understand tomorrow afternoon the Gov- 
ernor of my State, Governor Roberts, will appear to testify, and if 
there have been some flaws somewhere I want to know about them. 

Now, mention was made of the fact that the Department of Com- 
merce is trying to channel some work into New England so as to relieve 
the unemployment there. That attempt has been made now for quite 
some time, but to my knowledge, I do not think it has been very 
successful, 

Mr. Masupurn. It has not. 

Mr. Foranp. You confirm that ? 

Mr. Masupurn. That is right. 

Mr. Foranp. Thank you, sir. 

Now, as to the economy on which we consider our present situation 
is based, is that not due to the fact that we have such wide coverage. 
not having any agriculture, or anything of that sort? Most of our 
eople, ora majority of them, are covered by this system. 

Mr. Masupurn. That is right. 

Mr. Foranp. Therefore, under those circumstances, when unemploy- 
ment strikes with any great force, the claims for benefits increase very 
rapidly, and that is why our fund has been depleted SO much ¢ : 

Mr. Masupurn. Yes, in addition to the fact that the administrative 
costs have increased very rapidly there. 

Mr. Foranp. Naturally, as the claims come in you have to have more 
people handling the claims. 














































\ \l SHIBURN. hat rionht 
Mr. Foranp. And therefore vou increase the cost as well. 
Mr. \ SsHBURN. That = 1 


Mi |: RAND, \V th reo ito the s rect of loans versus orants, is 
t not a fact that if onlv a loan is made to a distressed State, that by 
the time that loan paid back the State is still in a precarl ious posi- 
tion, whereas 1f a grant made, with certain necessary limitations, as 
ire pro\ ded tor in my bill. the fund w ll be built nto L certain per- 
entage and then the State will be on a pretty sound footing with the 
possib v that 1t 1 not have return for a grant 4 

Mr. Rosert C. Goopwin. Yes: I think that that diame be true. As 
vou undoubtedly recoenize that would be affected by w t h: ippened 
econo rally n that pel od, That would affect both en conditions 


that you referred to. 

Mr. Foranp. In other words. a loan would Just simply drag out 
over a period of time before the State could actually come back to its 
norm il leve I, and when a State has been distressed over a period it 
does not generally come back to its normal position in a short time. 

Mr. Masupurn. That is true. 

Mr. Roperr C. Goopwriy. The bills that have been presented Mr. 
Mills’ bill and Mr. Mason’s bill—have automatic repayment provi- 
sions WV hich means th it von meet that in one of two Ways, either by 
reducing vour benefits in the State. or by increasing your taxation. 

Mr. Foranp. Which would be harmful either way. 

Mr. Ronerr C. Goopwix. And automatically inereasing taxation. 

Mr. Foranp. Thank you. 


Phe Cuarrman. Mr. Kean. 

Mr. Kran. We in New Jersey have temporary disability. We also 
have, I believe. a pretty liberal allowance. I believe under the present 
Is 1 = 0 te ZA eel 


¢ re a langer of the New Jersey fund becoming insolvent ? 
Mr. Rorerr C. Goopwin. No. The New — fund is in very 
WW ondition. “As you probably know, Mr. Congressman, you have 
New Jersey not only a more diversifi di indu stry than Rhode Island; 
vou have some of the more =I ible 11 ae stries 1h) New Jersev. 

, Ky AN. Well. New J rsey shows that it can be done if you have 
proper policing and careful administration. I do understand that as 
fat a R Loc Is] il d s CO rned there ] some d fference, but New 
Jersey represents a typica ndustrial ar gp and ever \ body recoonizes 
that New Jersey has ample funds and yet a liberal 1: LW. 

It seems to me that if the States are to be assured that grants will 
be given from taxes pa d in New Jersey and other States, that vou 
migh ell have a race for unsound legislat on. Ido not like the sug- 
vestiol that you made about those orants, 

The Cnarrman. Mr. Knox will inquire. 

Mr. Knox. Mv question has been somewhat answered from the 
inquiry by Mr. Kean. However, I would like to know the position of 
the Department of Labor relative to whether you encourage the States 
to have the funds actuar lly sound. 

Mr. Rosert C. Goopwtn. Yes, we do, Mr. Congressman. 

The CuatrMan. Were you inquiring of the Secret: ry? 

Mr. Knox. It is immaterial to me. 

Mr. Masnupurn. | out like to have Mr. Goodwin answer. if I may. 

The Cuarrman. You may answer, Mr. Goodwin. 
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Mr. Rosert C. Goopwin. During the last 2 or 3 years, Mr. Congress- 
man. we have instituted and have worked very closely with the States 
on a series of actuarial studies with the very objective that you men 
tioned of putting the system on just as sound a basis as we could. 
Those studies are made on a State by-State basis. 

Mr. Knox. Following up your statement, 1 would like to know trom 
you Just who vou could expect to encourage States to remain actuarl 
ally sound and to build up their funds so that they will not have to 
eall upon the Federal Government for assistance when you speak of 
eviving erants to those States that are in need. 

Now, a grant is one thing that comes without any payment back to 
the source from which it came. 

Mr. Roserr C. Goopwix. The proposals which the Department otf 
Labor has endorsed are the safeguards that were referred to earlher, 
the principal one being the tax. In other words, the conditions the 
State must meet before it can get any grant. The fact that they have 
had to have a tax of 2.7 percent in effect for at least 1 year priol to 
the time they are eligible represents a very) substantial margin and a 
very substantial incentive over the 1.6 rate. 

Mr. KNox. We i with regard to these so-called borderline States 
that you have under consideration today, what has been then experl 
ence as far as employment is concerned, and also what has been the 





/ 


rate assessed against them for unemployment compensation / 

Mr. Roperr C. Goopwin. I just do not know what you mean by 
“borderline States.” , . 

Mr. KNOX. You have been speaking of Rhode Island. and I under 
stood from the administrators of the Unemployment Compensation 
Commissions throughout the Nation who have been in here that they 
claimed that there were some 3 or 4. I cannot name the States. You 
should know them, since you are in the Department of Labor. 

Mr. Ronerr C. Goopwtn. Let me say this: I think that the prepared 
testimony might have been a little mi leading on this partic ilar Do nt. 
There is only one State as of now that is in immediate danger, and that 
is Rhode Island, and Rhode Island ean, by an adverse economie situa 
tion, become broke within 6 months. 

The other States that we referred to on occasion have the kind of 
economie conclitions whereby it is a possibility over a period of vears, 
with unfavorable econome developments, they could go broke. ‘None 
of them is 1) any iminediate dai ver. That nT ludes Cal for nia, Mass 
achusetts, and New York. Thev are not in anv immediate danger. 
As a mattel of fact. it would take two or more adverse eco!) omic de- 
velopme nts to do it, to put them in danger. I want to make sure that 
is cles 

Now ft would like to say this one thing further, if I may, as far as 
Rhode Island is concerned. We have studied that situation and we 
are thoroughly convinced that their trouble is primarily due to the 
economle situation. 

Now, if the ¢ ‘oneress decides not to go for grants, and it looks like 
that will be the case—and incidentally, I want to admit it does present 
some difficult problems in that program—but if the Congress decides 
to go that way, my advice to Rhode Island would be to do something 
about changing the character of the industry in the State because I 
am convinced there is no other way they ean avold their situation 
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deteriorating further. They will have to get rid of some of their 
industries and get different kinds of industries. They will have to do 
that, or thev cannot correct the situation, in my opinion. 


Mr. Knox. I do not believe that you have answe ‘red my question. I 
believe that I asked you for the tax rate that was set by the Rhode 
Island Legislature that should be i Imposed on the employers in that 
State. and also as to whether or not they have hi ad a merit Y% iting over 
the past 5 years. 

Mr. Ronerr C. Goopwry. Lam sorry, sir. I did not understand your 
question. The rate that is being charged in Rhode Island now is the 
maximum rate possible, 2.7 percent. The maximum rate under the 
law is 2.7 percent. That has been in effect, I think, for 3 years. That 
compares with the national average of 1.4 percent. 

Mr. Knox. What has been the lowest rate that they have paid over 
the past 5 ye ars ¢ 

Mr. Rorert C. Goopwin. It has been high over the last 5 years, but 
I am sorry that I cannot give it to you for all of that period. I can 
furnish it for the record. Perh: ips Congressman For: a knows. 

Mr. Foranp. I do not have the figures. 

(The following was submitted by Mr. Goodwin :) 

Except for the period July 1, 1947, to December 31, 1949, Rhode Island has 
imposed the full tax rate of 2.7 percent. The average rate in calendar year 1947 
vas 2.11 percent, in 1948 it was 1.44 percent, and in 1949 it was 1.78 percent. 
The rate has been 2.7 percent since 1949 

Mr. Knox. You have also made the statement here today that the 
cost of administration has been on the increase and could increase 
much higher than what it is today. That is not an actual fact over 
the entire Nation. I know in my State we have reduced the cost of 
administration. I believe that we have half the employees today that 
we had 6 or 8 years ago. You have Michigan listed here as one of the 
States that possibly would have to appeal to the Federal Government 
for some assistance, vet it has a $400 million fund created at this 
time, is that not right ? 

Mr. Ropserr C. Goopwry. I assume that is right. I do not know 
offhand what the figures are. That would fall in this group of States 
where we believe there is no immediate danger, but where our studies 
have indicated that the econ lomy of the State is such that it is possible 
for them to get into difficulties in a matter of a few years. 

Mr. Kwox. Is it not a fact that the rates that have been established 
in Michigan have at least provided for the million fund that 
Michigan has now to its credit, and also the benefits they have paid 
out which also includes $2 for each de} vendent up to four ¢ ; There are 
not too many States during the years ari that, are there? 

Mr. Ronerr C. Goopwrn. No. My recollection is that there are 11 
States with dependent allowances. 

Mr. Knox. What would happen, in your opinion, if this bill, H. R. 
2961, should be passed and then the States lost all interest in the 
responsibility as far as unemployment compensation is concerned ? 
Do you think then it would become nationalized? Is that the purpose ¢ 

Mr. Rorert C. Goopwry. That would cert: nly be a calamity. I am 
sure it is not the intent of any bill. I do not personally think that 
would happen under any of the bills before the committee. 

Mr. Knox. Well, these things do not happen by themselves. They 
must be created, and to me this is the ste p in the proper direction to 
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create a national unemployment compensation commission and for 
the States to lose all responsibility as far as administration and the 
law that covers the maximum fee is concerned, or the tax that shall be 
imposed upon the employer is concerned, and also the benefits that shall 
be derived therefrom. That is my opinion from the testimony that 
has been given here today. I think it is an encouragement for the 
States to just lose all interest in the unemployment compensation laws 
we have operated under so well throughout the Nation. 

Mr. Roserr C. Goopwin. If I may just add this one comment, Mr. 
Congressman, my feeling is that an even greater threat to the State 
system woul l be for one of the States to go broke. I see that real 
ds anger in Rhode Island, and that is why we are as concerned as we are 
about Rhode Island. 

Mr. Knox. Are you then of the opinion that a loan to these States 
whe reby they would become responsib le to pas this loan bae k. We rule I 
make for a better financial picture and also keep it on the local level 
as far as the administration is concerned ? 

Mr. Roserr C. Goopwin. I would not see this as affecting the ad 
ministration of it, sir. This would be in the nature of a reinsurance 
loan or grant to meet these unusual benefit costs, and the administra 
tive arrangements would continue as they are. I assume the members 
of the committee know that you have provisions in the State laws 
for spreading this kind of risk as far as einployers are concerned. 
If all the employers had to pay their true costs, it would run as high 
as 20 percent for some employers. Now, the principle of sharing the 
risk is the basic part of our unemployment insurance. This proposal 
s to extend that same principle on a national basis in a way similar to 
the application of it in your State laws now. 

Mr. Knox. I would take from the answer that you have given my 
question that 4 favor grants instead of loans: is that correct 4 

Mr. Ronerr C. Goopwix. Yes: that is right. 

The CHatrman. Mr. Eberharter. 

Mr. Esernmarrer. Mr. Secretary, the main difference, as I see it, 
between the proposal offered by Mr. Mason and Mr. Mills and Mr. 
Forand is that the Mason-Mills proposal would be practically the same 
as a compulsory grant every year, a return of ie of the money that 
has been paid into the Feder: al Treasu ry, is that not so? 

Mr. Ronerr C. Goopwix. As we understand it, it would automati 
( ally oO | ack. 

Mr. Esernarrer. It would be compulsory grants every vear of some 
of the excess / 

Mr. Roperr C. Goopwin. I think vou could eall it that. 

Mr. Eneruarrer. And under the korand proposition you only make 
the grant when the need is shown in order to tide over the emergency ? 

Mr. Roserr C. Goopwin. That is right. 

Mr. EBERHARTER. The question was brought up here that some States 
because of economic conditions, do get into emergency situations and 
others may get into them in the future. 

Now, the economy of Rhode Island is based fundamentally upon 
textiles, is it not? 

Mr. Ropserr C. Goopwin. Yes, it is. 

Mr. Esernarter. And there is very little farming there. 

Mr. Roperr C. Goopwin. Shoes and textiles. 








Mr. Masupurn. Shoes and textiles. There is very little farming. 
Nir. Eperuarrer. Ne Jersey was mentioned. ‘They have a very 


diversified industrv. Thev take practically every type of manu 
facturing in the country. do they not ¢ 

Mr. Masnpurn. Yes. 

Mr. py RHARTER So there 1 vast d {] rence bet ween New Jersey 


Mr. Masnpurn. Yes. 

Epernarrer. And that might account for the soundness of the 
New Jersey fund 4 
Mr. Masupurn. That is what we think it is 

Mr. Epernarrer. And that one of the fundamental reasons fo1 
e differences ? 

Mr. Masnpurn. Yes. 

Mr. [EBERHARTER. Ne, ippose wi follo ed the suggestion made by the 


{ } 


administration and increased the coverage. taking in, for imstance, 
wricultural labor. vy has been propos d many, many times ovel 
oricultural labour and Covel 


the past decade; suppose that we take in ag 
them, would it be possible that States like Kansas and Nebraska, 
i {t other States that depend almost entirely on farming, to get into 
difficulties and emergencies if there were a slight depression 1 
farm vO 

Mr. Masupurn. I do not know much about that. 

Mr. Esveriarrer. A State like Kansas or Nebraska is based entirely 
upon agriculture. If agriculture got into a position like industry has 
in Rhode Island, might they not feel an emergency situation and 


- 


no? 


Sho ld have special relied 

Mr. Masupurn. It is my personal opinion that it would be exactly 
that. because it would be more ditheult to administer it. There is 
probably more seasonal employment and therefore you would have 
more unemployment at variuos times of the year and more admin 


istrative Costs, 


Mr. Esernarrer. Generally speaking, it is unhealthy when any 
irea OT the country, o1 wy particular state, dept nas upon only l 
ndustry, or only l activity, from an economic stal adpomt; 1s that not 
true ¢ 


Mr. Masupurn. I think that is so. 
Mr. Eperuarrer. We are all aware that Rhode Island has beet 


trving for many to diversify its Industry; is that not true 4 


Mr. MAsnpurn. Yes 
Mr. Enernarrer. You know that? 
Mr. MaAsupurn. Yes. 


Mr. Epernarrer. You know that the State of Georgia and othe 


\ 


psPouthel sstates ave peen try Y To divers r\ thnell pro tuction also. 
have they not? They e gone from cotton to various other farm 
product They have gone Into manutacturing to a great extent. and 
SO these CONdITIONS might arise 1 any state. We could vet into a 
tem] ry emergency. 


Mr. Masupurn. We think we could. 

Mr. Esernarrer. I frankly am persuaded a good bit by the findings 
of the Department’s Fede ral Advisory Council. I 

Did vou take part in those deliberations ¢ 

Mr. Masnpurn. Mr. Goodwin did. I did not. 
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Mr. epi RHARTER. Mr. Goodwin, were these ( ifferences as between 
the proposals of Mr. Mason and Mr. Mills and Mr. Forand discussed ¢ 

Mr. Roserr C. Goopwin. They were. They were discussed IL would 
say for at least 4 or 5 hours. At this last meeting they were discussed 
at least that long and they have been before the committee on at least 
two other previous Occaslons, 

Mr. Esertarrer. You say in your statement that the committee has 
peen study Ing the proposit ions here for a year. 

Mr. Rost rt ©. Goodwin. Yes, The matter Was diseussed rather 
completely at a meeting last May, and when the Department testified 
before this committee late in the last legislative year I have for 
votten the date we gave their conclusions, the conclusions of the 
Coum il. on one ot the issues ut that time, The Couneil met again 
in January and reaflirmed their position, the one that they had taken 
in May. Then we presented it at a meeting last week in which it 
was thoroughly discussed, and the results are summarized in the 
Secretary's statement 

Mr. Esperrarrer. This Council has 25 members: is that 1 

Mr. Roperr C. Goopwinx. About 35, sir. 

Mr. Enertarrer. And they represent mdustry, finance, veterans: 
erganizations, and emplovee groups 

Mi. Ronerr C. Goeopwin. That is right 

Mr. Espernarrer. And I assume those that are members of the Ad 
visory Council have been selected by their groups as being experts, 


ohit ? 


la 


/ 


l 


or at least quite familiar with the issues involved in the subject of 
unemployment Insurance. 

Mr. Roperr C. Goopwin. The appomntments are made by the Secre 
tary of Labor, but consultation is had with the groups. 

Mr. Eeernarrer. In other words, business groups recommend to 
the secretary of Labor, the veterans’ organizations rec ommend to the 


secretary of Labor, anal thre emplovees’ organizations recommend to 


the Secretary of Labo 
Mr. Roserr C. Goopwix. Yes. That practice has been followed 
for at least most of them. Il am not sure that it would cover all the 


members of the present committee, brut it would cover most of them. 

Mr. Evernarier. So, we should place some confidence in their 
reconmpendations after they have made a stu ly 4 

Mr. Roserr C. Goeopwix. Yes. I think that they have given very 
careful consideration to the issues involved, and thei recommenda 
tions bear a eredat deal of cor sideration, or they are entitled to at 
least be viven consideration. , 

The Ciamman. Mr. Cooper. 

Mr. Coorrer. Mr. Chairman, it is not my intention to indicate any 
position on this legislation nt this time, | would simply like to cet 
a littl veneral information on this subjec i 

Is there how a need for Federal legislation of some type along this 
line / 

Mr. Masupurn. Do you want to answer that, Mr. Goodwin / 

Mr. Roperr C. Goopwin. I would like to answer that in this way: 
One answer is, I should very miu h like to see us get started on the ear- 
marking of the money. Each time this question comes up we are faced 
with one of the basic problems here of building it up over a period 
of vears 5 either that or making a heavy drain, $240 million. on the 
Treasury. So, I think it is Important to vet that started how. 








On the question of d to States whose benefit ; uunts are in dif 
ltv. I think that it urgent that the Congress do something at 

t] ession, either on a temporary basis or some kind of basis—grants 
or temporary lonns Or a pel ent loan system. I think that it 1s 
portant Congress do ometh gY on that it this session The reason 
hy | i that is beea e wit thre tuntion they have n Rhode Island, 

f we vere to get an adverse economic situ tion. they ould be in finan 
| G§ months | other words, if the Cor oress were 

to adjourn this summer and not come back until next J nuary, they 
could be serious emergency situation before the Congress was 


l ( 
able to deal with it. 

Mr. Ccorrr. My question was pi pted by the statement that I 
understood vou mn ide: That Phere ive no States l difficulty under 
the proeram at this time. 

Mr. Roperr C. Goopwin. Except Rhode Island. I said there were 
none in danger at this time except Rhode Island: at least that is what 
I intended to say. 

Mr. Cooper. I just wanted to get clear on it. I understood you to 

iv that a situation could develop in Rhode Island that might put it 
n danger in 6 months. 

Mr. Roserr C. Goopwin. That is right. 

Mr. Coorer. Suppose that situation does not develop. 

Mr. Rorerr C. Goopwinx. Then it seems to me we have not done any 
harm if the Congress makes some provision, because unless the situa- 
tion deve lops no money would Vv out of the Treasury tor that purpose. 


Mr. Cooper. Then you think that it would be wise to enact some 


leo slation along the veneral lines of the subjee here under discussion 
TO ive available in case a situation does develop and the money is 


needed ¢ 

Mr. Rorerr C. Goopwry. Yes: I would urge that. 

Mr. Cooper. That is the posit on of the Department of Labor and 

idministration ¢ 

Mr. Roperr C. Goopwix. Yes 

Mir. Cooper. Do you anticipate that some situation will develop that 
will m ike leoislation ot th even ral t\ pe I ecessaFy ( 

Mr. Rogert C. Goopwin. If our estimates of what is going to happen 
f moni lly n the next fiscal vear turh out to be accurate, Rhode 
Island will not be in this dl fieultv that | aim talk ho ibout. We have 


been wrong in estimating what is going to happen economically, and I 
vould not want to bet too ch oO It. Phat is why J would recom 
rat ve get some kind of legislation on this subject. 

Mr. Ccover. Well, one rea for asking for this general information 

that we have been proceeding under this program since 1935, 

Mr. Roperr C. Goopwin. Y« 

Mr. Coorrr. And the situation has not gotten to the point where 
le lation of this type necessary. That is true, is it not? 


Mr. Ronert C. Goopwry. That is right. 
Mr. Coorer. Now, then, having proceeded under this program as it 
now stands since 1935 without the necessity for this type of legislation, 
do you anticipate that new conditions will develop so that the legisla 
tion will be necessary £ 

Mr. Rorerr C. Goopwryn. If our estimates are correct. it will not 
happen, but it could very well happen if there is a relatively minor 
downturn economi lly below what we estimate it will be. 


rem 
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Now, your question implied that because nothing had happened since 
1935, or 1938 or 1939, when benefits were started, until the present, we 
could thereby conclude we would not have any trouble in the next few 
years. The fallacy in that, Mr. Congressman, is that their fund in 


Rhode Island since the end of the war has deteriorated considerably. 
During the period from 1940 up to the end of ‘hes war in 1945-46 there 
were relatively small amounts drawn on the fund because of the 
. o : at time. 

Since the end ot the war, with most t of he country in food shape 

economically, they have been having difficulty In Rhode Island and 
their fund has been gradually deteriorating. Now, in the last 6 
months it picked up a bit, just a little bit, just enough to where we 
can say that it was gaining rather than losing. But it is so close 
that I think we would be very well advised to have some provision for 
meeting the problem there, and that is why I would recommend the 
comiunittee report out some kind of legislation to deal with that situa 
tion. 

Mr. Cooper. I thank you. 

The CuarrMan. Mr. Mills. 

Mr. Miuus. Just a further question of Mr. Goodwin on the point 
discussed by Mr. Cooper 

Aside from the need, Mr. Goodwin, that may exist in Rhode Island 
or any other State, for some assistance from such a fund as would be 
contemplated in this general subject today, is it not the time that the 
Congress take action to prevent this money labeled for unemployment 
purposes being used in connection with the general expenditures of 
Government / 

Mr. Roserr C. Goopwry. I agree with that thoroughly. I think it 
is long past time. 

Mr. Mriius. So the Congress should act. if for that reason only? 

The CHarrMan. Mr. Mason. 

Mr. Mason. Before we adjourn I just want to push that a little 
further. 

How long have you been with the Department down there, Mr. 
Goodwin ? 

Mr. Ropertr C. Goopwin. I have been with the Federal Government 
since 

Mr. Mason. I mean with the Department of Labor, as adviser on 
this business of unemployment. 

Mr. Ror rt C. Goopwin. I trans ferre d to the De spartment of Labor 
in 1945. Then I was back in the Federal Security Agency for 1 year 
With the exception of that 1 year I have been in the Department—— 

Mr. Mason. You have been with the Department 6 or 7 years, some 
thing like that ? 

Mr. Rosert C. Goopwin. That is right . 

Mr. Mason. And this is the first time that you have urged ear 
marking funds and setting up funds? 

Mr. Roserr C. Goopwirx. Oh, no; sir. I recommended to this com 
mittee at least twice before that money be earmarked. 

The CuarrmMan. Actually, at that point, let me just suggest that 
we did earmark money at one time by the George fund, did we not? 

Mr. Roperr C. Goopwin. Yes. 

The CuarrmMan. Mr. Forand will inquire. 


emplovment conditions prevail he durin 
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Mr. Foranp. I would like to make this point: If I understand Mr. 
(,oodwin’'s Suggestion, what you are looking for now 1s insurance. 
In other words, I have had a house for 30 years and it was never 
burned down, but I have always carried fire insurance. Now, what 
you are proposing is that some fund be earmarked for us in case 
we should need it, and that it would not entail any further expendi- 
ture than we have now unless we have the emergency; is that not 
eorrect ¢ 

Mr. Roverr C. Goopwiyn. That is right. If it is done the way that 
we propose it would mean a loss to the Federal Treasury next year 
of about $250 million. 

Mr. Foranp. Thank you. 

Mr. Knox. I would ke to ask this question of the Secretary : Mr. 
secretary, when Mr. Goodwin rep! es to a question of the committee, 
does he speak for the Department ¢ 

Mr. M \SHBURN., Ye S. he does. 


Phe CHatmrMan. The committee will stand adjourned until 1 o’clock. 


Phe recess having ended, the committee resumed at J Pp. I, Hon. 
Wa el A. Reed (chairman) presiding. 

The CiairrmMan. The committee will be in order. Mr. Curtis, are 
you ready sean yg 


Mr. Curris of Missouri. Yes, sir. Mr. Secretary, if I may, I 


should iketoaska few quest ons to cleat up a couple of points. There 
has been some discussion by other members of your position th: at other 
States, Alabama, California, Massachusetts, Michigan, and New Yor k, 
eht be in need of assistance. You have modified that statement 
onsiderably beyond your original statement on page 10; is that not 


Mr. Masupurn. Yes. 
Mir. ¢ URTIS oT Ni sourl. In othe word . as | see if. those are just 


peculations 4 


Mr. Masupurn. That is right, and illustrations. 
Mr. Currts of Missow And even the situation of Rhode Island 
somewhat speculative, is it not / 
Mr. Masipurn. Yes 
Mr. (CURTIS of Missom ; | wo ild like to ask some specific questions 
on the State of Rhode Island, inasmuch as you are using that as an 
CXatiple Ol why the Forand Bill might be the better bill. Do you 
snow what the State debt of Rhode Island is at the present time? 
Mr. Masupurn. Mr. Goodw in, can you answer that / 
Mir. Ropertr C. Goopwix. What was the question 7 
Mr. Curtis of Missow What the debt of the State of Rhode 
sland is. 
Mr. Ronerr C. Goopwix. No, I do not know. 
Mr. Curtis of Missouri. Why do you indicate that Rhode Island 
might be in trouble if you have not even examined their own fiscal 
tructure / 
Mr. Rornerr C. Goopwrinx. I assume you mean the general debt of 
the State / 


Mr. Curtis of Missouri. Yes. 
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Mr. Rost rT ©. GOODWIN. "7 hat 1s not related to the program indel 
diseussion here. 

Mr. Curris of Missouri. I appreciate that, but it is something that 
Rhode Island is going to have to meet. You are saying that Rhode 
Island is going to be in a serious situation. What you meant 1s just 
on this one item. Rhode Island might be able to meet the problem 
in another way / 

Mr. Rorerr C. Goopwix. This is financed by a special tax and pre 
sumably the State would not be required under any circumstances to 
go into their general revenues to finance the benefits under this 
program. 

Mr. Curtis of Missouri. Isee. So what you are referring to is that 
so far as this particular program is concerned, Rhode Island or any 
State might meet such a situation in this particular program. 

Mr. Rorerr C. Goopwin. Yes. This program would stand on its 
own feet and would not take the revenues from the general fund of 
the State. 

Mr. Curtis of Missouri. Now, there has been much made of the 
estimates of how much has been paid in, and the amount that has 
been appropriated and the balance which represents a credit of pos 
sibly S750 million to something over $1 billion: that has no reference. 
does it. to the amount that might be accumulated let me put it this 
way. The Federal Government does acknowledge that there is a 
certain amount that they owe to the States who, in turn, have bee 
putting aside certain sums of money for the purpose of paying future 
unemployment compensation claims; and I understand that that 
amount is around $7 to S8 billion. Am I right on that ¢ 

Mr. Roserr C. Goopwin. The figure you have given probably re 
lates to the sum total of the various State trust funds. Mr. Congre 
mah. 

Mr. Curtis of Missouri. That is correct. And that money is not in 
State hands, it is in the hands of the Federal Government: is it not ? 

Mr. Rosi RT U, GOODWIN. They are deposited with the Federal 
‘Treasury: that is mght. 

Mr. Curtis of Missouri. And the Federal Treasury has spent that 
money, has 1t not, which has been added to the Federal debt / 

Mr. Roserr C. Goopwry. I think not. Those funds are subject to 
withdrawal by the States and they can draw on them as needed for 
unemployment insurance purposes. 

Mr. Curtis of Missouri. But what I am getting at is. are there Gov 
ernment bonds in special deposit, or is this simply a national debt that 
is owed to the States which the Federal Government recogniZes / 

Mr. Rornert C. Goopwin. My understanding is that they are covered 
by bonds. ; 

Mr. Curtis of Missouri. By i ite d State s Government bond 

Mr. Rosert C. Goopwin. Yes 

Mr. Curtis of Missouri. You do not know the amount that 
that fund? 

Mr. Ropverr (¢ . Goopwin. The total of all the State reserve 
Is approximately S8.320.000.000. 

Mr. Curtis of Missouri. And it is this fund or Rhode Island’s sh; 
of this fund that you have suggested might be in danger? 

Mr. Roperr C. Goopwin. Yes, sir; Rhode Island’s share of t] 
fund is, I believe, about $22 million. 
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Mr. Curris of Missouri. But you are not sure that this is actually 


(rove rhiment bonds? 


Mr. Ri BERT (©. Goopw IN, l am not Ttamilllat with all the details of 
OV the TT 1] 


easury handles that money; but I am informed that the 
secretary « f the Preasury s requ red to invest the moneys in the Fed- 
eral unemployment trust fund in interest bearing obligations of the 
{ ted States or in obligations guaranteed as to both principal and 


by the United States. 

Mr. Curtis of Missouri. With reference to this $29 million that 
Rhode Island transferred out of the unemployment tax fund and set 
up in this other fund for temporary sick leave. I would like to ask 
this question. You have stated that a certain amount of money was 
raised by taxes on employees for this temporary sick fund. What is 
the amount that was raised $29 million ? Is that the way they de- 
termine the amount to transfer ? , 

Mr. Ropert C. Goopwin. Yes, approximately so. I am giving you 
ld have to verify it, and I should be e@lad 
to do that for the record, but I am confident that it is approximately 
ihe same amount of money. 

(The following was submitted by Mr. Goodwin:) 


nterest 


t 
( 


from memory and I woul 


The $29 million transferred was exclusively employee contributions. This 
transfer was authorized by an amendment to the Social Security Act effective 
August 10, 1946. 


Mr. Curtis of Missouri. I would like to have that verified, but what 
I am getting at is, the amount that was selected as being $29 million 
to transfer—thev were choosing the figure on the basis of the amount 
that had been pa din by taxes for that purpose; is that correct ? 

Mr. Ropert C. Goopwin. Yes; that is right. 

Mr. Curtis of Missouri. It was not supplemented by funds raised 
by taxes on the employers fol unemployment compensation, was it? 

Mr. Rorert C. Goopwin. I do not believe it was, sir. I do not think 
t was pe rmitted under the leo) lation. but J would be vlad to verify 
that for the record. 

Mr. Curtis of Missouri. I think that would be an important thing. 
Suppose only $14 million had been raised through the tax on employees 
for temporary Slt kness and the b ilance of S15 million Was taken from 
the unemployment fund. ‘That would be a significant fact, if it were 
ild it not? 

Mr. Rosert C. Goopwin. Yes: I think it would be. 
Mr. Curtis of Missouri. I just want to be certain that the transfer 
out of there was from funds that might be so earmarked. 

Now I have one final question. With reference to your suggestion 
that funds under either of these bills be earmarked, do you mean put- 
ting them in Government bonds, or what is your idea of how that 
earmarking would be done? 

Mr. Rosert C. Goopwiy. It would go into a fund. The technicali- 
ties of that would be matters under the concern of the Treasury and 
I do not feel competent to discuss them personally. 

Mr. Curtis of Missouri. In other words, you are not making any 
recommendations as to what the earmarking should consist of ? 

Mr. Rorert C. Goopwix. Except that I think the terms of the legis- 
lation should make it clear that the amounts collected are to be avail- 
able for the purposes of this program at all times and I would assume 


SO. WO! 
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that the legislation would have adequate protection for assuring that 
the moneys would be available at all times for this purpose. 

Mr. Curtis of Missouri). And you feel that the matter of how that 
is done is a matter for the Treasury Y 

Mr. Roverr C. Goopwin. Yes, sir. 

Mr. Curtis of Missouri. That is all, Mr. Chairman. 

The Cuatrman. I would like to make this inquiry. This morning I 
introduced a telegram from the Associated Industries of Rhode Island. 
I wanted to ask you this question. Are they connected with or asso- 
ciated with the National Association of Manufacturers ? 

Mr. Ropserr C. Goopwin. I do not know. 

Mr. Foranp. I answered that this morning. Thev are the Rhode 
Island arm of the National Association of Manufacturers. 

The Cratrman. The reason I ask this question is this. I was told 
that they were not with the NAM nor a branch of it. 

Mr. koranp. When the NAM holds its annual convention, the As- 
sociated Industries of Rhode Island are there in full bloom. 

Mr. Mason. Mr. Chairman, I have two or three questions 

The Cuatrman. Mr. Mason of Illinois will inquire, 

Mr. Mason. In your statement, Mr. Secretary, you talk about the 
Federal Advisory Council. Who appointed that Federal Council ? 

Mr. Masupurn. I believe the Secretary appoints them. Do you 
know, Mr. Goodwin? 

Mr. Rosert C. Goopwin. That is right. 

Mr. Mason. Who appointed the one that is now acting? That is 
what I want to know. Was it Mr. Tobin or Mr. Durkin ? 

Mr. Ronerr C. Goopwin. Let me say this. The members of that 
council are appointed for 2-year terms, and they overlap, with some 
of them e xpiring et ach year. 

Mr. Mason. That re: ally answers the question, because the majority 
then, would be holdovers, would they not ¢ 

Mr. Ropertr C. Goopwin. That is right; yes. I think, however, the 
methods that are used in making the selection, if I may say so, Mr. 
Congressman, would give you about the same kind of peop le, becs ause 
the people are represent: itive large ly of those partic ‘ular interests In 
the economy. 

Mr. Mason. My next question is this. In making their decision, 
which has been referred to in this statement, were they unanimous ? 

Mr. Roperr C. Goopwin. I think the t testimony indicated what the 
votes were. The answer to your question is “No; they were not.” 

Mr. Mason. May I ask whether the employer representatives on that 
commission were not unanimous in advancing a minority report which 
favored the Mills-Mason bill rather than the provisions of the other 
bill ? 

Mr. Ropert C. Goopwin. The Council voted on three separate ques- 
tions. The first one was stated this way: 

The Council believes that the proceeds of the Federal Unemployment Tax Act 
should be earmarked in a separate fund. 

On that one they were unanimous. No, 2 was: 


The Council opposes the distribution of the excess of Federal Unemployment 
Tax Act over administrative costs automatically to the States on the basis of 
each State’s taxable payroll. 
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On that one the vote was 13to 5. The 5d members were the employer 
menibers. There was 1 employer member who, I believe, was not in 
the room at the time because there were 6 in attendance at the meeting. 

The third question was: 


The Conne re yimends that the taxes earmarked under the Federal Unem 
ovment 1 Act be used for congressional appropriations for (1) Federal 
nd State 1 istrative expenses and for contingency administrative expenses 
S “ 1 (2 » extend sistance to States to overcome emergency short 

- I lie eSt eS 
The whole vote on that. Mr. Congressman, was 15 to 2. The 2 
members who voted against, 1 of them was an employel member, and 


was a public member. 

Mr. Mason. Thank you. Now, then, this question: You made quite 
i statement here about the idea of spreading the risk, and we spread 
the 1 of unemployment in States by a statewide program which 
helps the little fellows. and the | @” ones have to pay a little extra. 
Would not it spread the risk more equitably if we adopted a Federal 
program solely rather than a Federal-State program, making it a 
nationwide picture rather than a statewide picture / 

Mr. Rorerr C. Goopwirx. There are many different variations of 
he kind of program vou could have on a. itional basis if we were to 


] 
| 


sume a pool fund should operate—— 

Mir. Mason. That is what we assume in the State. 

Mr. Rorerr C. Goopwix. On a national basis, which I think would 
be probably a logical conclusion, then I think you are right that it 

ild equalize it across the board. 

Mir. Mason. It would spread the load more equitably if it were na 
tionwide. would it not? 

Mr. Rorert C. Goopwinx. I think it would; ves. 

Mr. Mason. Then there must be considerable objections to doing it 


That ¢ 

Mr. Rornerr C. Goopwix. There are lots of arguments against it: 
_— 

Mr. Mason. That is all, Mr. Chairman. 

The Crramman. Are there any other questions, gentlemen ? 

Mr. Sapiak. Thave no questions. Mr. Chairman. However. I wouid 
ike to note that I became quite interested in this entire picture back 


n February 1949, at which time we had the first deficiency appropria 
tion bill of 1949, wherein the States were asking for more money in 
order to have sufficient he Ip to process the claims. I recall at that 


specifie time that there was an amendment providing an additional 
$4.987.000 to provide th - personne] in the States. and it was the Sad 
lA i! endment wl ich StTu kk that out and asked for $14 million. 


We had some difficulty in the House with that amendment, but we 


were able to insert it in the Senate. and when it came back to the 
Hi use if nassed uUnNAl imously. 


I recalled that action after be ho here for a short while this morn 
< and ] wenlht back and looked T Ip so. us I sav. Lam tremendously 
nterested, and my interest in this ent re problem first started back Wn 


The Cuamman. Thank you very much. Mr. Knox of Michigan is 
recognized. 

Mr. Kwnox. I should like to make a statement for the record. This 
morning there was a statement made—I do not know whether bv the 
Secretary or by Mr. Goodwin—that there was a possibility of a rise 
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in the cost of administration. I shall quote from the Michigan rec 
ord: that as of January 15, 1948. the Michigan Unemployment Com 
pensation Commission employed 2,609 employees. On February 21, 
1953, the Michigan Unemployment Compensation Commission em 
ployed 1,689 employees, or a reduction in staff of 920 employees. 

The CramrmMan. If there are no further questions, we want to thank 
you, Mr. Secretary. 

Mr. Masnpourn. Mr. Chairman, I think there is some confusion over 
the position of the administration. Il have two letters here, one from 
the Budget and one from the Treasury D. partment, as to then pos 
tion in these matters. I wonder if I might read them into the record / 

The Cuatrman. We should be very glad to have them made a part 
of the record. 

Mr. M ASHBURN, The first is sloned by Mr. Jones. Assistant Directo. 
for Legislative Reference, Bureau of the Budget, and is as follows 


EXECUTIVE OFFICE OF THE PRESIDED 
BUREAU OF THE BUDGET, 
Washington, D. C.. Lp lL 10, 1953 
(Attention Charles Donahue, Assistant Solicitor. ) 

My Dear Mr. Secretary: The Director has asked me to reply to your lette1 
of March 31, 1953, and to confirm information telephoned to your staff You 
letter requested the views of the Bureau of the Budget as to whether legislatior 
that would earmark Federal unemployment-compensation-tax receipts for ¢ 
ployment-security purposes should be favorably considered at this time in view 
of its potential effect on balancing the Federal budget 

Since this tax was originally imposed by the act establishing the employment 
security program, the Bureau agrees in principle that current receipts from the 
tax may properly be reserved for that program. The general budgetary situa 
tion should not of itself bar consideration of the matter on its merits at 





as an element in comprehensive legislation designed to improve the program : 
a whole. In this connection, it might be desirable to consider whether experience 
with State and Federal tax collections in relation to costs would not warrant 
some revision of the basis tax-rate provisions of the Federal law 

We concur with the position stated in your letter that the specific proposa 
in H. R. 3530 and H. R. 3531 for use of these tax receipts are not desirable 

Legislation which may ultimately be supported by the administration must, of 
course, be consistent with the appropriate responsibilities and interests of the 
Federal and State governments with respect to unemployment-compensation ar 
employment-service programs. The employment-service and unemployment-com 
pensation programs together constitute a nationwide system for assuring effe 


tive use of our manpower resources, particularly in times of national emer 


gency 


and it is important that this system be maintained. The question of the relative 
responsibilities of the Federal and State governments is one on which guidance 
should be provided by the proposed Commission on Governmental Functions and 
Fiscal Resources. We suggest, therefore, that the Department of Labor reco) 
mend to the appropriate congressional committees that H. R. 3550 and H. R. 3551 
not be considered favorably pending a report from that Commission 

To carry through this approach we suggest that your Department develop ar 
alternative proposal for permanent legislation, as suggested in your letter, whicl 
would assure that any earmarked revenues are used to obtain the greatest pos 
sible improvements in this program. For example, it has been suggested tl 
it would be desirable to reduce the range of interstate variations in average tax 
rates and in benefit standards Such a proposal, together with pertinent hack 
ground information, would assist the Commission in considering the appropriate 
division of responsibilities and interests between the Federal and State Govern 
ments in this area. 

If the Department considers that it is necessary to propose interim legislatio 
to provide temporary authority for reinsurance loans or grants to distressed 
States, such action would not be precluded by the decision to await the Con 
mission’s advice before formulating a permanent policy 

Sincerely yours, 
RoceErR W. JONES 
issistant Director fo Legislative Refere ( 


88049—5 } 
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Pha e ive Mir. Hu ) rey s lettet to the Secretary 
Mr or I VD. Before Vou go to that. did I understand you to say 
i! tion of tax nad benefi is you vere reading that letter ? 


Mr. Roperr C. Goopwin. Reducing the variations. 
Mr. ] wp. But not reducing the benefits. 
Mr. Mastupurn. No: that not the way I interpret this. 
Mr. Foranp. ' 
Mr. Mason. Who signed the letter that you just read ? 

Mir. Mastipurn. Roger Jones, Assistant to the Director. 

Mr. Mason. Assistant to the Director of the Budget ¢ 

Mr. Masupurn. Assistant Director for Legislative Reference, Bu- 
reau of the Budget. It was authorized, however, by Mr. Dodge, 
hecause T talked to him. 

This next letter 1s from Mr Hum hrey to Secretary Durkin. 

(The letter is as follows:) 


THE SECRETARY OF THE TREASURY, 
Washington, ipril 9, 1953 


HT MARTIN DURKIN, 
The Secretary of Labor, Department of Labor, 
Washington, D. C 
My Derar Mr. Sect ARY I have your letter of March 31 relating to the two 
H. R. 3580 and H. R. 3531, regarding the unemployment-insurance tax 

1 referred your letter to Under Secretary Folsom, who has had considerable 

perience with unemployment insurance 

\ f his report is enclose 

| disc sed the matter with Mr. Folsom, and I am in general agreement 
‘ hnendations He would be glad to cooperate with your Depart- 

to! ke any ce nite proposals to Congress 
G. M. HUMPHREY 
Necretary of the ] easury 

Er re 

| there is a letter from Under Secretary Folsom to Secretary 
HI mphrey 

APRIL 9, 1953. 

Mk au se ‘ iry II pl ey 
From Under Secretary Folsom 

We ive had an analvsis made of the two bills H. R. 3530 and H. R. 3531 
referred to in Secretary Durkin etter of March 31 

In general we would agree ith his position that the excess of the Federal 


unemployment taxes over appropriations for the administration of this system 
should be set aside as a reserve, since the entire tax was levied for the purpose 
of paying unemployment benefits and administration 

We also agree that the reserve should be used to meet any sudden increase in 
administrative expenses which might arise during a period of higher unemploy 
ment when the costs of administration for a given year might exceed the taxes for 
that year. The reserve could also be used for making loans to States should their 
individual funds be in danger of being depleted. We are inclined to favor the 
loan method rather than an outright grant 

Until a reasonable reserve has been accumulated—and we have not made any 
study to determine what would be an adequate reserve—we would agree that no 
distribution should be made to the States of these excess collections. 

Secretary Durkin appears to have in mind a proposal along these lines as an 
alternative to the two bills. Under such an alternative plan, total payroll tax 
receipts would be appropriated to the trust fund. This would have an adverse 
effect on the administrative budget by the amount of the excess of payroll taxes 
ver administrative costs which has heretofore been a net contribution to the 
general fund. That excess is estimated at over $60 million for this year. How- 
ever, so long as the funds are set aside in a trust fund and not distributed, this 
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proposal would not affect the cash budget and would have no adverse effect on our 
program to combat inflation. 

We would thus have no objection to the alternative proposal Between S600 
million and a billion dollars have been collected in excess of the administrative 
expenses, depending on what expenses are considered appropriate charges. These 
funds have been used for general purposes of the Government, and there has been 
considerable criticism of this feature of the unemployment system The need 
for a reserve fund to help out States that might get into difficulty was recognized 
by Congress in 1944, when the so-called George plan was adopted, providing for 
loans to the States from the Federal unemployment account. No appropriations 
were made to the account, however, and when this amendment lapsed at the end 
of 1951 there were no funds in it 

I am informed that as the bills are now drawn the conventional budget would 
be adversely affected by the full amount of the payroll tax receipts in fiscal 1954, 
because the appropriations for administrative expenditures in that year would 
come from the general fund, while the total receipts from the payroll tax would 
be transferred to the trust fund. In fiscal 1955 and following years, the con 
ventional budget would be reduced by the excess of the payroll tax receipts over 
administrative costs. Beginning in fiscal 1956, when allocations are to be made 
to the individual States, cash outlays would be increased to the extent that 
States drew on such allocations in addition to the amounts which they would 
normally withdraw from their individual accounts. 

In view of their effect on the budget, we would have to oppose the two bills 
Other features of the bills may also be questionable. We would be in sympathy 
with an alternative plan along the lines indicated above if Secretary Durkin were 
to recommend such an alternative. However, it might also be appropriate to 
defer action and to recommend to the proposed Commission on Governmental 
Functions and Fiscal Resources that it present its recommendations on the matter 

M. B. Fousom 

Mr. Foranp. Mr. Chairman, may I ask a question ¢ 

The Cratmmman. Yes. Mr. Forand is recognized. 

Mr. Foranp. Mr. Secretary, IT note that all of those communications 
refer to the Mason and Mills bill but no mention 1s made of my bill. 
Is there any particular reason for that ? 

Mr. Masnpurn. As IT understand it, at that time—I will have to 
check this with Mr. Goodwin—they did not have your bill undet 
consideration. 

Mr. Goopwtn. I am not sure on that, but I think as originally sched 
uled it was only Mr. Mills’ and Mrs. Mason’s bills that were to be 
considered by this committee; is not that right / 

Mr. Foranp. I think that perhaps accounts for it, because that was 
the original announcement in the press release given out by the com 
mittee. My bill had not been mentioned. Since then the chairman 
has graciously agreed that my bill should also be considered. I 
would be interested, if you are able to get the views of those same 
organizations, to have them as they relate to H. R. 2261. 

Mr. Chairman, I ask unanimous consent if those views are obtained, 
that the Under Secretary may include them in the record at this 
point. 

The CratrmMan. If there is no objection, it is so ordered. 

The matter referred ill be placed in the committee files whe 

( ie matter referred to wl) e placed in the committee Hles when 
received. ) 

Mr. Foranp. I have another request. I ask unanimous consent 
that at this point in the record I may include a press release that I 
issued at the time that I introduced the bill, explaining what the bill 
contains. 

The CHATRMAN. If there is no objection, it is so ordered. 

(The matter referred to is as follows :) 
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I e press f I e¢ elease January 29, 19 
REP! \TI Aime J. ForANp, DeMOcRAT, OF RHODE ISLAND, INTRODUCES BILI 
Pk OR REINSURAN( PAY s To STATES FOR UNEMPLOYMENT IN 
< 4 | EFITS 


Representative Aime J. Forand, Democrat, of Rhode Island, today introduced 
he House ind Senators J I 4) Pastore and Theodore KF, Green, 
Democrats, of Rhode Island, introduced a similar bill in the Senate which would 


estiblisl ederal account in the Unemployment Trust Fund by appropriating 
100 percent of Federal unemployment taxes to this account This account 
would be used to pay the costs of administration of the unemployment-insurance 
program and public employment offices, and for payments to States whose unem- 


ployment reserve funds are nearing depletion because of unusual unemployment 
and consequent costs 

Mr. Forand stated: 

“The provision granting advances to States whose unemployment funds have 


neared exhaustion expired on January 1, 1952 Consequently, at the present 
time there is no provision for Federal financial assistance to States whose funds 
ire threatened with insolvency 

The Federal unemployment tax is 3 percent, with an offset for taxes paid into 
State funds of 90 percent The Federal Government collects the remaining 
three-tenths of 1 percent and these collections go into the general Federal 
revenues \dministrative costs of the employment-security programs of both the 
Federa ind State Governments are paid out of the general Federal revenues 
hy ppropriations These costs have never been as large as tax collections 
During the last fiscal year the tax collections were about $75 million more than 
the costs of administration 

Chere ius cation for a tax on payrolls to meet the general expenses 
of the Government The present situation has been criticized in that the 
Government is making a profit on this tax Collections from this tax should 
be earmarked to insure that they are used entirely for employment security 
purposes, and our bills so provide Our bills also provide that these earmarked 
fu s shall be used for the payment of the cost of the employment-security 
programs and payments to States whose unemployment funds are facing finan 
i cli ftic t KMarmarking of these funds for this purpose will give reasonable 
ssurance that the employment-security programs will be adequately financed in 
period f recession, conversion, or reconversion 

It : the responsibilitv of the Federal Government to assist those States 
vhose f Is, because of general economic conditions beyond their control, are 
facing bankruptcy The use of the Federal unemployment account for rein 
urance payments to such States will assure an effective and sound unemploy 
ment-ins nee system with adequate reserves to meet any contingency. These 
payments wv help maintain the solvency of State funds without jeopardizing 
henefit standards, and they will enable States to plan adequate long-range 
financing programs. They will strengthen the State systems of unemployment 

ince, since they will, without detracting from the independence of State 

ctio establish pooled reserves which will be available to all States. These 
payments will serve a particular and urgent need of those States which, despite 
provident financing, are facing insolvency through no fault of their own. Costs 
of employment insurance vary in the different States because of differences in 
rs f unemployment 


ite, I might describe the situation in my own State 
faced consistently high benefit costs, due to the 





na of r ¢ ve a high degree of industrialization Our 
indust1 re ul ible and seasonal, and, because Rhode Island is highly indus 
trialized, we hav vh percentage of insured unemployment Irom 1946 to 
1950 rat f insured wm pl ent in Rhode Island averaged 7.4 percent 
while the tional average was 4.04 percent In 1950, insured unemployment 
verngver 12 percent In 1952 the average was 6.7 percent This was entirely 
( ! » the trend itionally 
he benefits ] in Rhode Island are not overgenerous when compared to 
ot] States Twenty-four States have a higher maximum payment than the 
B95 in Rhode Island, and 20 other States make payments for a 
durat of 26 weeks Rhode Island has attempted to limit unemployment 
be { sts by amending qualifying provisions and strengthening internal con 
tratic Despite all its efforts, our unemployment funds are 


UNEMPLOYMENT INSURANCI 9 





‘One of the basic reasons for enacting a ‘-percent Federal unemployment 
tax was to remove the competitive disadvantiges tl) would e@NIst a 
uniform rate of tax on employers in all States li is very probat Ww, 
f any, of the States would have provided unemployment-insurat ts 
without such Federal action. Reinsurance payments will further advance this 
policy of Congress by reducing, in effect, the amount of revenue which hish 


ost States would have to raise from payroll taxes, and, thereby, teud to equalize 
the competitive position of employers in such high-cost States 

‘The House report, in commenting on the original unemployment-compensa 
tion provisions in the Social Security Act of 1 states: ‘Unemployment eom 
pensation is valuable to the public as well as to the industrial workers themselves 





It is a measure tending to maintain purchasing power, upon which business and 
industry are dependent.’ This points up the fact that unemployment is a social 
and economic problem which is essentially national in scope and should be dealt 
with in this light. 

‘As proof of the fact that in its foresight the Congress well understood the 
effects of unemployment insurance, we can look at the situation in the city of 
Lawrence, Mass., in the spring of 1949, as reported in Business Week for May 7 
i949. I quote in part from Business Week : 

‘It takes a lot more to make a depression in 1949 than it did in the early 
1930's. * * * Last week more than 23,000 of the 57,000 workers in Lawrence and 
its suburbs were jobless or only partially employed; but, despite this, business 
conditions were about the same as they were for the country as a whole. * * * 
The paradox of depression conditions without depression is explained in this way 


’ 


by Lawrence businessmen: “Unemployment compensation has proved to be an 
effective cushion for business—as well as workers—against the impact of 
lavoff. * ; 

These bills would insure that a similar situation would exist in any and all 
States which may suffer economic reverses beyond their control.” 


SUMMARY OF THE PROVISIONS Of} THE BILLS 


The bills would provide for a 100-percent appropriation of Federal unemploy- 
ment-tax collections to the Federal unemployment account. This account would 


} 


used to pay the administrative costs of the employment-security programs and 





for reinsurance payments 

A State would be eligible for a reinsurance payment at any time when its 
inemployment-fund balance falls below benefits paid in that calendar quarter of 
the last eight calendar quarters in which benefit payments were highest Any 
number of payments could be made within a year, with the limitation that each 
payment cannot exceed benefits paid in that quarter of the last eight quarters 
in which payments were highest The total amount of payment or payments 
in a year would be limited to the amount of benefit expenditures in excess of 2.7 
percent of taxable wages in that year or, in other words, to the excess costs over 
and above the State’s share of the Federal unemployment tax Where payments 
to a State are in excess of this amount, an adjustment would be made by trans 
ferring from the State’s account to the Federal unemployment account such 
eXCess 

In order to make sure that the financial plight of a needy State is due to 
factors beyond its control, rather than a failure to suspend reduced employer 
tax rates in the face of mounting benefit expenditures, the bill provides that a 
State in order to be eligible for payments must have suspended such reduced 
employer tax rates if its fund is lower than the greater of either (1) 6 percent 
of taxable wages in the preceding year, or (2) 3 times the average annual 
benefit expenditures during the preceding 5-year period Most State laws now 
provide for suspensions, and in many instances, the level specified is higher than 
that contained in the bill 


\NALYSIS OF BILLS O PROVIDE PAYMENTS TO STATI UNEMPIAQYMENT FUNDS AND 
FOR OTHER PURPOSES 


The bills would revise sections 301 and 302 of the Social Security Act, as 
amended, and would add to the act a new title NIT entitled “Payments to State 
Unemployment Funds.” 


Section 1. Federal unemployment account 


Under section 1 of the bill, sections 301 and 302 of the Social Security Act, 
as amended, would be revised for the purpose of establishing a Federal un- 
employment account consisting of 100 percent of the taxes received after June 30, 








154, under the Federal U1 ] vinent Tax Act and covered into the Treasury 
I orary loans to the account from the general funds of the Treasury would be 
a al until the fund becomes self-sustaining through tax receipts 
Mone the Federal unempl ent account would be used (1) to pay Federal 
d State nis ive cos of operating the emplovment-service and unem 
p ment mpensation svste nt mounts specified from year to year by 
the Congress In appropriation acts 2) for payments to State unemployment 
funds, as he ifter provided for by title XII 
Title Y// Pa ent lo Ntate ine? ploument funds 
sectior of the bill would revise the present title XII of the Social Security 
\ct, as amended, to provide for payments to the States from the Federal unem 
Ploy ccount in the event of threatened insolvency Section 1201 (a) of the 
revised title XII, paragraphs (1), (2), (3), would provide that a State can qualify 
for payments fter Ju 1, 1953, subject to the following conditions 
(1) At any time that, during a calendar quarter, the balance of the State’s 
unemployment-compensation fund falls below the amount oft compensation 
benefits paid under the State law in the highest of the eight preceding 
ilendar quarters 


”) After December 31, 1954, no State would be qualified for payments 
he tax rate under the State a compensation law is at 
percent whenever the balance in the State fund on the tax-computa- 
tion date is (a) less than 6 percent of the most recent annual taxable pay- 
oll or (b) less than three-fifths of the unemployment compensation paid 
from the State fund during the preceding 5-year period: 
3) The State agency submits to the Secretary of Labor a request for 
payments, accompanied by necessary information 

Subsections (b) and (c) of section 1201 of the revised title XII would require 
the Secretary of Labor, upon application of a State agency, to find whether the 
qualifying conditions for payments exist and to certify to the Secretary of the 
Treasury (and the Secretary of the Treasury would be required to transfer 
from the Federal unemployment account to the State’s unemployment-trust-fund 
account) payments in the amount requested by the State, but not exceeding the 
amount of compensation benefits paid by the State in the highest of the 8 preced 
ing calendar quarters 

Subsection (d) of section 1201, title XIT, as revised, would provide for an 
adjustment by the Secretary of the Treasury at the end of the calender year 

th respect to any State receiving payments (by making transfers from the 
State’s unemployment-trust fund account to the Federal unemployment account) 
so that the payments to the State during the calendar year are limited to the 
actual excess of benefits paid in that year over State tax receipts computed at a 
rate of 2.7 percent 


Subsection (e) of section 1201, title XII, as revised, contains necessary 
de tions 
Sectic Py et amendments 

Section 5 contains necessary perfecting amendments to continue congressional 
authority to appropriate under title IX of the Social Security Act, as amended 

| 


Phe Cramman. Mr. Knox is gate, ae 

K Nox. = isin an. I should like to ask the witness a ques 
hol Once: Ava ce will use | thode Island: as the sample State. Inas 
m has Rhe SE edad k benefits which other States do not nave, 
under the proposal ohn; S el dorsed and supported by the Depart 
ment of Labor, 1 l f Rhode Is land should qualify fol a grant, could the 
orant be used for ne payment of sick benefits ? 

Mr. Masipurn. No; nor could California or New Jersey. Those 
three are the ones I know that have disability insurance programs, but 
they could not be used out of this fun 1d, as I underst: und it. 

Phe Carman. Are there any further questions to be propounded ? 
If not, Mr. Secretary, we thank you for your appearance and the infor 
mation which you have given the committee; and we also thank you 
Mr. Goodwin 

Mr. Masupurn. Thank you, Mr. Chairman and members of the 
committee. 
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The CnHarrMan. The committee will next recognize Mr. H. Fred 
Garrett, who is president of the Interstate Conference of Kmployment 
Security Agencies and State administrator from the State of Idaho. 

I understand that vou have with you, Mr. Garrett, Mr. Henry Ker 
dall, chairman of the Employment me Urity Comimiussio} of North 
Carolina; Mr. Bernard EK. Teets, executive director, Department of 
Kmployment Security, Colorado: Mr. Newell Brown, director, Divi 
sion of Employment security, Concord, N. B.: Mr. Marion William 
son, director. Kmplovyment Security (gency, Department ol Labor. 
Atlanta, Ga., is that correct / 

Mr. GARRETT. That Is correct: ves, sir. 

The CHAIRMAN. And each of these gentleme nis Yong to otter some 
testimony here ? 

Mr. Garretr. Yes, sir. 

The Cuarrman. Mr. Garrett, we shall hear you first. About how 
long do you think it will take for your group to offer testimony ¢ 

Mr. Garretr. About 45 minutes. 

Mr. JENKINS. For purposes of identification may I ask a question, 
Mr. Chairman’ Are all these gentlemen State employment security 
administrators representing various States with respect to unemploy 
ment compensation ¢ 


Mr. Garretrr. Yes, sir. 


STATEMENTS OF H. FRED GARRETT, PRESIDENT, INTERSTATE 
CONFERENCE OF EMPLOYMFNT SECURITY AGENCIES: HENRY 
KENDALL, CHAIRMAN, EMPLOYMENT SECURITY COMMISSION, 
RALEIGH, N. C.; BERNARD E. TEETS, EXECUTIVE DIRECTOR, 
DEPARTMENT OF EMPLOYMENT SECURITY, DENVER; NEWELL 
BROWN, DIRECTOR, DIVISION OF EMPLOYMENT SECURITY, CON- 
CORD, N. H.; AND MARION WILLIAMSON, DIRECTOR, EMPLOY- 
MENT SECURITY AGENCY, DEPARTMENT OF LABOR, ATLANTA, 
GA. 


The CuairMan. Mr. Garrett, you may proceed. 

Mr. Garrerr. You have already noted my position. IT am alse 
president of the Interstate Conference of Employment Security 
Agencies and it is in that capacity that L appear here today. I want 
to express our appreciation to the committee of the opportunity to 
appear here today and bring the views of the State administrators 
through the facilities of our interstate conterence. 

Just a brief word on the purposes of that orgar IZation. It is a 
voluntary organization of the State administrators in employment 
security representing all of the States, the two Territories and the 
District of Columbia. 

This group have an annual meeting at which the administ1 tive 
problems are discussed and positions are cletermined. During the 
past few years the administrative problems have been one of the 
things that we have been very much concerned with and at our meet 
ings a position is taken. 

The principles of the bills before you today, the Mills-Mason bills. 
represent the views of the State administrators, bringing together 
the different points of view from the experience that they have gained 
in the operation of the program since its inception, 
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rhe contere e operates through working committees. The com 
(tee tha s appearing here today 1s oul legislative committee of 
Mr. Henry Kendall is the chairman. Mr. Kendall and his 
ttee member resent the views of the State adminis 
ito} 
would like at this time to ask Mr. Kendall to take over for that 
Inpose 
Vir. | p. Befor e ventiema tarts. | would ke to ask this 
juestion. This group represents the conference and not the individ 
Li me rators s that correct ? 


Mer. For »D. Because | know some of the administrators are not 
] Lores t I | your views, oO} the \ ePWs OT the CoO) ference. 

In (7ARRETTY. It the majoritv. view that they ire presenting. 

Mi | AND. LT wanted to make that lear. 

Mr. Curtvis of Nebraska. Are all of the States represented at this 

arance ? 

Mr. Garrerr. They are all represented: that 1s, there is no mem 

bership fee. It is a voluntary association. They are all members. 


Mr. Curtis of Nebraska. Do all of them volunteer and joi; that 
WV { | vant to know 

Mr. Garrerr. Yes 

Mr. Curtis of Nebraska. In other words, you have participation 


, i i 
Treo} 1 tive chief unemployment officer from each of the LS States / 


Mir. GARRETT. Phat Ss correct. 
Ni (CURTIS of Ni Dbraska, And ie knows Vinal s VoIng on vhether 


( to the meeting o1 not / 
Mr. Garretr. Yes At the annual meetings sometimes something 
nterfere with one administrator being there. I think at the last 


neetine there were Two admiinistratol who were unable to attend 


but. as far as I know. thev are all represented and they il] participate. 


Mr. Jenkins. Just one question You Sava | the State adminis 
trators attended this meeting but two. Is it true that practically all 
of the who were present at the meetings vou referred to acreed 

1h Chie ( po t eX] ssect | vou folk here ? 

Mr. Garrerr. } . 

Mr. Jenkins. What would you say ould be a fan proportion 
Ttho 0 rreed i mur vie pont ¢ 


Mir. Garrerr. No one expressed disagreement that I heard 


| CHAIRMAN You ere There a d had ar opportu ty to notice? 
\I CrARREI ¥< ! 
Mr. Jenkins. Anda as you know, everybody that was present 


Mr. Garrerr. [ heard no disagreement. 
Mr. Jenkins That ill IT wanted to know. 
Mr. Foranp. } eould not be implving that Mr. Bride. of Rhode 
Isla G. reed th vou position ¢ 
Mi (FARRETT. Te was there ar cl when the resolution was voted he 
expressed no opposition that T heard. 

Mr. Foranp. But he has been cireularizing every member of the 
conference on his views which are different from yours. 

Mr. Garrerr. IT want to make this point clear, that while the group 
take a position, there is nothing to prevent an individual adminis- 


trator from taking an opposing view if he so elects 
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The Cnairman. But he remained silent, he did not express any 
opposition to your position 4 

Mr. Garrett. Not that I heard. 

The Cuarrman. Mr. Kendall, we will hear from you at this time. 
I believe the information is already in the record, but you might 
state again whom vou represent. 

Mr. Kennan. I am Henry E. Kendall from North Carolina, chai 
man of the employment security commissioi 1 am also legislative 
chairman of the conference. 

before I resume or take up my presentation, Mr. Chairman, I would 
like to deliver a message that I had from Mr. Douelton. I w { 
his home town of Laure] Springs last Thursd ivatternoon ai d he asked 
me to tell each at a every one ot you that he sends his dee pest tte: 
tion. 

Phe CHamman. May I say to you that I think I express the unani 
mous sentiment of this committee that we uppreciate receiving fh 


greetings: we are only too happy to know that he is well and e1 JON 
Ing life and We miss hin verv n uch. Will vou 1 ke that message 
to him ? 


Mr. Kenpauu. I shall, sir. 
Phe Cuamman. Thank you. 
Mr. Kennan. I am Henry E. Kendall. from North Carolina. I am 


chairman of the Employ ment Security Commission there, and I an 
also chairman of the legislative committee of the interstate confer 
ence, The conference, as vou k W.Isan organization made up ol thi 
administrative heads of all the employment security agencies of thi 
States. With mv colleagues, who will appear later. IL am charged 
with the duty of present hg to you the position wh h the interstate 
conference takes o1 H. R. 3531. the Ma on bill 

The conference position very simply stated. We are for the b 
nits every a pect. rh positiolr ot a new one It Ly ( 
irrived at after a tremencde of stud ind deba Oo 
rank It L position Whit 1 | Ie Xe e ¢ 
Lyneh bill was first introduced. embo ‘ ! rie f ( 
ALason bill 

I Ly ( I i ntrod ed il 48 Wi 0 enrt ror 
{ pa iore | e) e the \I I ( pore ( 
enerae it ever reporter t ! 

t committee to rie ! j Her Nia oT ( \ ! t 
the conTerence, throug Who t ! } fl ere et 
Vo toca 1 1 eq hore ( ! bco ( i\ it the ft 
| Vt if 1 rhein meet ’ stat ( rere ( i ( 
ak iti direct ov it off | use Hn Oot thi lor Lo ¢ 
sage of the leo slation which is before vou now. 

HI. R. ede | does this: It enrimnal ror e) ploy ( { e¢ ritv 1 
poses the Fede il tax collections under the lec | U emplovimne 
Tax Act. It apr ropriates those collections to the Federal unemploy 
ment account, wl was created under the sponsorship of Senator 


ii 
George in 1944. You will reeall that the George loan fund was created 
In anticipation ot possible economic uphe ivals following upon the 
termination ot World War LI. The very creation of the fu al was 
congressional recognition of the fact that Fedei il wm employment tax 
collections were intended for employment security purposes md 
employment security purposes alone. 
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Secondly. the bill creates in the Federal unemployment account a 


States’ reserve accom t. which is to be available to the States for the 

» purposes for which the George loan fund was available before it 
expired in 1951—the pavment of benefits to unemployed workers. 
Finally, the bill returns to the States the annual excess tax collections 
ot sed for administrative costs Federal and State). and to build 
the States’ reserve account. This return is on a pro rata basis. 


I shall not attem ptia detailed analVvsis of the provisions of the bill 

ecause Mi Tet. nd Mr. Brown, who will follow me, will do exactly 
that. Mr. Teets heads the employment-security program in the State 
of Colorado, and Mr. Brown heads the program in the State of New 
Hamps! re Mr. Teets will discuss in detail the provisions of the 
bill beat hg upon the repavable vivances feature. while Mr. Brown 
will at alyze and discuss the provisions of the bill relating to the distri- 
hution of the excess funds remaining after the allocation of all admin- 
istrative costs of the Federal Government and of the various States, 
ind after the allocation to the States’ reserve account. 

Mr. Marion Williamson, who is director of the emp loyment-security 
wwency in the Georgia Department of Labor, and who, as many of 
you will remember, is the immediate past president of the interstate 
conference, W I] present to you some of the poliey reason which are 
the basis for the position which the conference takes in favor of the 
Mason bill. ee of you will remember, too, that Mr. Williamson 
ippeared last vear before the subcommittee which was considering the 
Mills bill. He will likewise apprise you of the favorable conference 
position with respect to the prineip sles of H. R. 5118, considered by 
this committee in the last Congress and designed to afford unemploy 
ment coverage for Federal civilian employees. In this connection I 
should like to file with the committee a statement for the record. 

The thanks which I offer you for our opportunity to appear before 
you are in no sense of the wae perfunctory. Each one of us, speaking 
for himself and as an officer of the interstate conference, 1s deeply 
cratefi ] for youl hav ing soedel the opportunity t 9 talk to you about 
a matter which has for many Vvears been the prime ob jective sought 
by the conference. We are convinced that the prince! iples embodied 
in the Mason bill are fundamental to the preservation of the Federal- 
State system which was brought into being by the Social Security 
Act. 

We urge youl favorable consideration of H. R. 353 

The Carman. Are there any questions? If not, we will hear the 
next witness, Mr. Teets. 

Mr. Trers. Thank you, Mr. Chairman and members of the com- 
mittee, my name is Bernard E. Teets. I am executive director. De- 
partment of Employment Security, State of Colorado. Also I am 

member of the legislative committee of the Interstate Conference 

Employment Security Agencies. It is with regard to that affilia- 
tion that Lam appearing here today. 

My comments will deal largely with the statement on States’ reserve 
wcounts and advances to State accounts and unemployment trust 
funds as contained in H. R. 3531. Otherwise stated it is that section 
of the bill that deals primarily with the advance as distinguished 
from grants. 

I would, before proceeding with comment on that section of the 
proposed bill, like to say that there has been considerable testimony 
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here today dealing with objections of t Treasury Departs nent to 
certain provisions of the bill in that oe xe ruaenianaeas would intefere 
with the current budget. 

| am prepared to Say to you that the States would not object to 
agreeing to any chang<s necessary in order to avoid that current fiscal 
problem that is presented. We are more keenly interested in the basie 
principles and objectives. It has been suggested that a delay of 
2 vears would be necessary or at least advisable in order to meet that 
objection and the States would not object to waiting that period of 2 
years, or if any longer period is necessary, in order to build up the 
necessary States’ reserve account. 

The amount that is provided in this bill is $100 million. We think 
that S100 million is a reasonable amount. But again we would not 
qui arrel with the good judgement of the committee if they felt that it 
should be a slightly higher amount. We would only like to call the at- 
tention of the committee to the fact that this $100 million fund is an 
amount that is to be set aside, not used. If moneys are taken from the 
$100 million, provisions in the bill say that those moneys must be 
replaced immediately. 

We think it worthwhile to kee Pp in mind that there has been no need 
for any moneys to come out of any kind of an account up to this time. 
We think that the possibility of withdrawals from that fund are 
rather remote and, therefore, in setting aside a sum of money to take 
eave of this kind of a situation, we think it should be within that gen- 
eral amount and not excessively large. 

If you should run into a complete, a total recession or depression, 
it is going to take action of a different kind, — provision 1s “— 
vithin this bill for other moneys in order to take care of that, with : 
guaranty against that before there can be anny saalatestaiis back to 
the States over and above that amount. Those moneys must be re 
paid, 

Just a few words in regard to the problem itself as related in the 
historical background of this particular matter. 

In initially establishing the Social Security Act, Congress reserved 
to the States the right to establish their benefit standards. That is to 
say, Congress said in effect to the States: “You may determine the 
amount of benefit that you want to pay and the duration of the benefit 
that you want to pay.” They left it for the States to determine the 
amount of those benefits and the duration, that the economy of the 
State could stand; and likewise, and consistent with that policy, they 
placed the responsibility upon the States of raisine the finances neces- 
sary in order to finance the kind of a program that they wanted within 
those States. 

In this it was anticipated that each State would consider well the 
benefit structure with the tax structure of the individual State. They 
anticipated that they would do this in a manner that would raise funds 
sufficient to pay benefits when due and at the same time build up a 
fund that would meet any reserve for contingencies. 

This program was never thought of in terms of being able to take 
care of the usual or the normal and to call upon the Federal Govern- 
ment for he ‘Ip i in time of emergency. This was designed to take care 
of emergencies and depressions and has always been so considered. 

That the Congress acted wisely in placing this responsibility upon 
the States is best evidenced in my opinion by the fact that to this point 








ble toy the ame of benefits due under t 
{ \ It Wwe hee recog lL bv all of th 
} { 1 e Stat | he unhadi O 
‘ t ( | ( fo ( rntoa of us, for if that 
| jeopardize the State prog And, ther 
the ss | | ! ore \ ; t! mtter of then 
re rve the matter of being able to take care of ny benefit par 
he pon to . all agree that this matter of 
etting up a reser, iccount should be don before al \ such contin 
vr l Ly ris¢ 
| nk t well to pomt out 1 t Congress has given recognition to 
problem ona t mip iy basis in the past. You will recall that im 
L44, when we wel ant cipating the end of World War II, we thought 
thrat re nueht I] be laree mass inemployment, and that this ter 
that time for that kind of an emerge ney over which 
State id no control nuieht brine some State or a few States into a 
« on where they could not pay their benefits. And so the Congress 
‘ ted at that time the so-called George fund which expired in 1947, 
ef ited 140 and exp red at the end of 1951. 
In providing funds, however, for meeting this purpose, Congress 


used the excess of the 0.5 of 1 percent that we have been talking about. 
I think it worthwhile to note here that in so doing, they put it ona 
reimbursable basis, they put it on a loan basis, if you please, as 
distinguished from a grant basis. 
i pea , now more part ularly to the prov SIONS ot the bill itself. 
\ new State reserve account Is prov ided for in the Federal Unemploy- 
ment Act with provision that after January 1, 1953, moneys that are 
appropl ited fo1 this purpose are to be placed In this account. 

Now it is at that point that I initially directed my remarks and 
tated that that date could he changed. The two-period could vO on 
we start this program. In that reoard the States are not 
}! rity concerned. - 

We think the Treasury has made a valid criticism. We think there 
would be no difficulty in meeting that criticism of the Treasury 


‘| e bill prov des that 20 percent of the annual excess shall go into 

th fund until the $100 million fund is built up. Now there again 

e point to which we would raise no ol ject on to pern itting all 

oT the 0 \ to go into t] fund rather th I the 20 percent for the 

period oT % vears ol such ionger pel od. if that ne essary. in order 

to | nm the S100 million tI ic 

ere eC to be, so Tara the State admn trators are concerned, 

ent as to the rch) } lity of: sett ne up a reserve fund. 

Thed iwreement, if al Vv, arises out of whether or not that fund should 
be in the form of an advance or in the form of a grant. 


Now. for the Coneress to acopt the grant procedure would be a 
variance from everything it has indicated to this point. So, it is our 
opinion that it would destroy the initiative, the incentives that are now 
present 1 State funds to carry on the State SV stem. 

\W th regvard to this matter of funds. the economy of States has been 
treated upon here today somewhat, but I think Congressman Byrnes 
said better than I can just how the other factors come into play, but 
because of my position and because I am familiar with it, I would 


- = 
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like to point out to you some of the problems that must be taken into 
consideration in addition to the economy of the State. 

lor example, immediately you get into the provisions in the law 
dealing with disqualification of benefits. There can be a tremendous 
portion of the benefits paid eliminated at that point. You have to 
take into consideration whether a State law has within its provi ions 
that safeguard that unemployment compensation benefits are being 
used to supplement wages. If seasonality is a problem within a State, 
has the State taken action im order to tighten up with regard to sea 
sonality pro\ isions / Has the State clone those things that are neces 
sary to be done in order to mel employers of the State to coope rate 1n 
policing the program? It is obvious to say that no State administra- 
tion can by itself police this State program. If you do not have the 
wholehearted cooperation of the employers Wn watching closely the 
benefits that are paid, you are bound to have many benefits paid which 
should not be paid. 

We in our State, for example, have been able to build up a fund 
that, so far as we can tell, can withstand any depression, and there are 
many other States that have done likewise. We have been able to 
reduce our tax rate. 

If the Congress were to think in terms of taking Federal tax dollars 
and giving them to States that have not been prudent, it seems to 
me that it would be unfair to the taxpayers of our State to be called 
upon to finance that kind of program. We are not at all certain that 
by a little more prudent action these States that are in a precarious 
position could not correct their programs so that they would not be 
n that kind of position. 

I say to you, of course, that the economy of our State is much 
sounder than the economy of mat \ other States, but I doubt if that 
factor alone would be responsible for the differe) ce 1n the condition 
of our fund and the fund of some other States. 


There are those factors, it seems to me, that should be taken into 


consideration. 

In the event that advances are to be made provisions are made in 
the bill where a State nay come in and vel this money 1n order to 
tide it over in amounts sutlicient for reasonable periods of time, but 
in this bill there is the incentive. It savs to the State. in effect. at 
the time it gets the money : We are advancing you this money at this 
time, but it is incumbent upon vou to get your house in order. You 
can do that by increasing’ the tax, by reducing the amounts of benefits 
paid, or in any manner you see fit, but the responsibility 1s yours. 
(nd we, as State administrators, feel that by this means, and this 
means only, is the fair and equitable way to treat this problem. 

I thank you very much, Mr. Chairman. 

The CyHatrman. Mr. Teets. you have talked, I believe extempo 
raneously very eloquently and very forcefully. Do you want you 
statement to go into the record 4 

Mr. Teers. If it is permissible, [ would like to have a prepared 
statement appear in the record. I assume that it would be more 
coherent than my off-the-cuff remarks. If I had a choice of the two, 
L would say to put in my off-the-cuff remarks, because I have dwelt 
on some of the other matters that I listened to this morning and 
which I thought would be helpful. 
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The Cuamman. Without objection, we will include both your 
written statement and your testimony. 
(‘The statement referred to is as follows:) 


STATEMENT ON THE STATES’ RESERVE ACCOUNT AND ADVANCES TO STATES’ ACCOUNTS 
IN THE UNEMPLOYMENT TRUST FUND AS CONTAINED IN H. R. 3531 


By Bernard E. Teets, executive director, Department of Employment Security, 
State of Colorado 


THE PROBLEM 


In establishing the Social Security Act the Congress reserved to the States full 
discretion in the matter of providing benefits under State laws. There were no 
standards as to amounts and duration of benefits. The States were and have 
remained free to adopt such benefit programs as in their judment were best 
adapted to the economy of the respective States. 

Consistent with this extension of full discretion to the States in the matter of 
formulation of benefit programs, the Congress imposed npon the States full re 
sponsibility for the financing of their benefit payments. It was anticipated thai 
the States would so relate the benefit structures to tax structures as to assure 
their ability to meet all benefit payments due under their law and to provide such 
reserve amounts as would insure solvency. 

That the Congress acted wisely in thus charging the States will full responsi- 
bility to finance benefit payments has been demonstrated by the fact that as of 
this date no State has been unable to pay benefit claims when due. However, it 
has long been recognized on the part of State administrators that, in the event 
that even a single State becomes unable to meet the benefit payment obligations 
under its law, such a situation would be of direct interest to all the States. This 
concern is due to the fact that any such situation would jeopardize the continu- 
ation of the present program on a State's basis. 

There is a wide variation in the States’ trust funds in the matter of adequacy 
to meet futures demands. With no known exception, State administrators agree 
that provisions for assisting States with depleted reserve funds to meet their 
obligations should be made in advance of such a contingency. 


CONGRESSIONAL RECOGNITION OF THE PROBLEM 


In preparation for the conclusion of World War II and the resultant impact 
on the economy, it was anticipated that there would be great mass unemploy 
ment. Many felt that possibly some State trust funds would not be able to with 
stand this impact. Accordingly, Congress enacted temporary legislation to meet 
this anticipated emergency. This legislation was the so-called George loan fund 
enacted in 1944 and terminated with 1947. In 1949 it was reenacted for another 
= years, expiring on December 31, 1951 

In making provision for financing any advances needed by States for this pur- 
pose, the Congress authorized the use of past excess tax collections under the 
three-tenths of 1 percent tax. It is noteworthy that the advance of funds was on 
a reimbursable basis. 


THE MANNER IN WHICH H. R. 8531 MEETS THE PROBLEM 


A new account, the States’ reserve account, is created in the existing Federal 
unemployment account, into which latter account all tax collections after January 
1, 19538, are appropriated 

lhe bill provides that 20 percent of the annual excess tax collections (receipts 
over disbursements for administrative costs) are to be placed in this States’ 
reserve account until it contains $100 million If necessary, further diversions 
are to be made to stabilize the States’ reserve account at this figure. (NOTE. 
The remaining 80 percent of annual excess tax collections to be returned to the 
States, as will be later described. ) 

It has been suggested that initially the entirety of tax collections be placed 
n the States’ reserve account for at least 2 years and for such period, if any, as 
y to accumulate $100 million. There would be no redistribution 
a Ss tax collections made to the States until after at least 2 years 
The States are willing to accede to this suggestion, and recommend that any 

mittee bill] contain this substitute feature. 
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There seems to be no disagreement as to the desirability and necessity of 
creating such a reserve fund—however named. Difference of opinion exists 
only as to the manner in which assistance is to be made available to States. The 
overwhelming majority of States feels that any moneys advanced from this 
fund should be interest-free advances on a reimbursable basis. It is believed 
that only in this manner can the original intent of the Congress be preserved ; 
namely, the charging of the States with full responsibility to finance their benefit 
payments. At least one State contends that moneys so advanced should be on 
an outright Federal grants busis, with no provision for repayment. It is clear 
that this would make for a marked departure from the existing theory of indi- 
vidual State responsibility. 

In line with the thinking of the overwhelming majority of State administrators, 
the pending measure provides interest-free advances on a reimbursable basis, 
State with depleted trust funds may apply for advances in prescribed amounts. 
Within a period of time specified, a State which has received an advance may 
take steps to so adjust its benefit and tax structures as to permit it to liquidate 
its advance. In the event a State does not so act to liquidate the advance on 
its own initiative within the time prescribed, it is provided that the tax credit 
allowed employers against the Federal tax will be successively decreased. The 
additional taxes thus collected from employers in a State with an unliquidated 
advance will be applied as a credit against the advance. This procedure will be 
continued until there is full liquidation of any outstanding advance. 

Mr. Mason. Mr. Teets, I gather from your off-the-cuff remarks 
and I wholeheartedly agree with them—that you are more interested 
in establishing the right principle of handling this than in getting 
your hands immediately upon this money that we hope to hand back 
to the States sometime. 

Mr. Teer. Very definitely; yes. 

Mr. Mason. That is all that I want. 

Mr. Jenkins. What would be the objection to reducing the amount 
of the reserve-account fund from its proposed level of $100 million 
to a level of $50 million ? 

‘Mr. Tres. If you cut the amount from $100 million down to $50 
million, and if more than one State were called upon to draw on it at 
the same time, it might not be sufficient. Reasonable minds can differ 
If you should say, we think definitely that that should be done, I, nor 
no one else, would be in a position to dispute it because we have never 
needed the money up to this point, but we think it is a little small. 

Mr. Jenkins. There has never been an occasion to test the adequacy 
of such an account? 

Mr. Trets. No, sir. 

Mr. Camp. How much surplus has been paid into your fund over 
and above your administrative costs? 

Mr. Teetst Very close to $69 million. 

Mr. Camp. In other words, you have been able in your State to 
meet all the costs, administrative and otherwise, and have collected 
that much more? 

Mr. Trrets. That is correct. 

Mr. Camp. That is all. 

Mr. Knox. What has been the lowest rate that the employers have 
paid into the fund for the past 5 years? 

Mr. Trets. Zero. Forty percent of the employers were paying zero 
up to this session of the legislature, and now all of the employers have 
been subject to our law long enough to be entitled to an experience 
rating and are paying zero rate except for about 70 who are paying 
tive-tenths of 1 percent and about the same number who are paying 
the 2.7 percent by reason of the fact that there are accounts that are 
overdrawn. 
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Mr. Minis. Mr. Teets, vou and your fellow State administrators of 
s program conferred with me originally in the preparation of this 
egislation, and I want to publicly thank you for your time spent 
n helping me with the leo sJation initially and with the few modifica 


that have been made between this bill and the bill in the last 


I know from my many years of association with the State directors 
‘f the unemployment compensation service that you are opposed to 
federalization of the unemployment compensation program. The 
State directors of the program take that position and have always 


taken ft 


il position. 

Mr. Trrrs. That is correct. 

Mr. Mitts. In your opinion, would a system of grants to States 
from this des onated fund set aside tend in the direction ot the feder- 
ilization of the unemployment compensation program ¢ 

Mr. Trrrs. If it were used, it could not help but come to the feder- 
lization of the program. There would be a race, in my opinion, to 
ee which of the States could vet the most out of the program for 
othinge. 

Mr. Minis. Ult imately the ¢ ‘ongress would have to step in and take 


some action ¢ 

Mr. Trers. I think that is correct. 

Mr. Mirus. To protect either this fund or the general Treasury 
which at that time might be called upon to supplement these excesses 
because they were no uiffic nt to take care of the demands from the 
States 

Mr. Trerrs. Yes 

Mi Mi Ls. Phe) verv ae ! tely { would en step 1 the direction 
of the federalization of this program. 

Mr. Trerts. Yes. 

Mr. Miuus. And it is because of our desire, of iny belief, that we 

ould not federalize this program that we insist upon a system of 
repavinent from States that ire the recipients of amounts from this 
I nd: s that not correct ? 

Mr. Trerets. Yes. 

Mr. Mitts. So long as those States are required to pay and have a 
responsibility to pay to the fund, we may be assured that we are not 


losing 11 t | e d rection ot the federaliz ition of this program 5 at least 
hn that respect, 

Mr. Treers. Yes. May I just say to vou, Congressman Mills, so far 
is your kind gesture is concerned in expressing appreciation to the 
States, it is the States that are deeply appreciative of the time and 
effort that you have put in on our behalf. 

The CiarMan. We thank you for your testimony and the presenta- 
tion that you have made. 

The next witness will be Mr. Newell Brown, director of the New 
Hampshire Div Ision of Employment Security. 

Mr. Brown. Iam going to deal in my remarks with the distribution 
to the States of the excess, but before bringing that up I would like to 
point out one thing, and that is, that I come from the State of New 
Hampshire which, although not mentioned in some of the previous 
testimony, is one of the States which, according to the accepted 
criteria, is vulnerable to a recession. 


UNEMPLOYMENT INSURANCE 61 


We have textiles and shoes in New Hampshire. We are one of the 
States whose fund is comparatively low; however, I want to say that 
New Hampshire most emphatic: ally is for the loan provision, and that 
at a recent meeting of individu: ils from New England discussing this 
problem, those representing the States of New England were unani- 
mous in feeling that the loan was the proper way to do it, excepting 
Rhode Island. 

Now, with regard to the administrative distribution, I will go over 
very briefly what the law provides and give some reasons for it. 

From the proceeds of the Federal employment tax the orants to the 
States in the Department of Labor are made, and a certain amount of 
additional money goes to the State reserve fund to take care of 
emergencies and the balance is returned then to the sstates., That 1S 
done on July 1. The computation is made on July 1 and it has to go 
back by October 1. It goes to the States on the basis of taxable pay- 
rolls. In other words, New Ham doesn let us s ay, has $1 of taxable 
payroll. Nationally there are $100 taxable payrolls. New Hi: impshire 
therefore vets | percent of whatever is distributed of the excess. This 
money originally goes to the State unemployment compensation fund, 
and I think that point has to be stressed in the light of some of the 
earlier testimony. 

There is no business of handing the check and saying, “You can put 
this in your unemployment compensation fund, or can spend it for 
administration.” It initially goes to the unemployment compensatio? 
fund. Therefore, in most States it would take an act of the State 
legislature to take the money out of that fund and use it for adminis- 
tration. 

The Carman. Have there been any States that have passed legis 
lation to enable the States to take the money from that fund / 

Mr. Brown. I understand from reading some of the previous testi 
mony of last year that there are seven States that have taken some 
steps, one way or the other, to provide for some possible future dis 
tribution. Exactly how they have provided for it I could not tell 
Vou. 

Mr. Jenkins. In that connection, the money comes from the em- 
ployer ? 

Mr. Brown. That is correct, 

Mr. Jenkins. And it comes an the employer by taxes for the 
purpose of using the revenue therefrom to defray the e xpense of the 
unemployment insurance program ¢ 

Mr. Brown. Yes, sir. 

Mr. Jenkins. And it ought to be used for that program. 

Mr. Brown. Yes. 

Mr. Jenkins. Now, the State legislature would be going pretty far 

efield if it assumed to control the disposition of that money and used 
it for any purpose other than its intended special purpose. In fact, 1 
doubt that any legislature would, but if one did, I would think they 
would be going pretty far. Would you comment on that, please? 

Mr. Brown. Perhaps I can answer it in this way. The money goes 
to the unemployment compensation fund and there it remains, and 
that is in the absence of an affirmative act on the part of the legisla 
ture to unfreeze all or a part of it for some ead ahaeaiion expend) 
ture. With regard to the employer, he is represented in the same 
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legislature, as are all the other people in the State who have an in- 
terest in the program. But it is used only for the program. 

Mr. Jenkins. It could not be taken out to build a road, or some- 
thing like that ? 

Mr. Brown. No, sir. 

Mr. Jenkins. That is what I wanted to know. 

Mr. Brown. I can give you an example of how I might use it in 
New Hampshire. We have not had a sufficient fraud program in New 
Hampshire. If I had to have some of this money I might go to the 
legislature. I might go to the legislature and ask to tighten up the 
fraud program. That is the sort of thing that it would be used for. 

Mr. Mitts. The important thing is that you could use it for no pur- 
pose until the legislature acted. 

Mr. Brown. That is right. No check is handed to the admin- 
istrator. 

Mr. Jenkins. Is there a danger if the money was available to the 
State that the legislature could do what it pleased with it. 

Mr. Brown. That emphatically is not so. 

The final provision of the bill is that the —_ — cannot with- 
draw for administrative purposes then beyond 5 years back. The 
money accumulates there. The legislature can i aw oe to 5 years, or 
part of the 5-year accumulation of the excess accomulation, but not 
beyond that. Once 5 years has elapsed, any distribution prior to that 
time becomes a permanent part of the fund. That covers the bill and 
the reason behind it. 

I believe that we have already gone into the question of earmarking 
and eve rvbody has agreed. 

Now, there has been an excess since the start, and in the last 3 years 
that excess has been increasing so we have an excess to deal with, and 
the question we are debating here today is to find out the best way to 
handle it. The alternative proposed by the Forand bill is in effect to 
keep it here in Washington against some emergency, probably an un- 
likely emergency, and presumably in the next 15 years you will have 
another $150 million accumulated not being used for the purpose of 
employment security. The alternative we offer puts the money annu- 
ally to use in the interest of the program, and does it in two ways, both 
affirmative ways. If the money is left by the States in their unemploy- 
ment-compensation fund, the eventual result is to reduce the need for 
employer taxes to support those funds. You would have money com- 
ing in from this source. That money presumably, if the fund is sol- 
vent, would have the effect of reducing the State tax of the employer 
to support that fund. Therefore, you have effected there what has 
been suggested in the Bureau of the Budget’s letter, a fluctuation in 
the excise, the two-tenths of 1-percent tax, to take care of changes in 
administrative costs. That would be difficult to accomplish. But you 
are effecting exactly the same thing by the redistribution. As I say, 
it goes into the unemployment- -compensation fund and thereby re- 
duces the need for employers’ taxes to support the fund. Therefore, 
it reduces the total employer tax, the 2-part tax—1 Federal and 1 
State—but that total will fluctuate to a degree because of the adminis- 
trative needs of the program. 

If, on the other hand, the State legislature yndertakes to use a part 
of this distributed excess for administrative purposes, it gives the 
States a little elbowroom in determining how they are going to ad- 
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minister their programs, and we believe that is a vitally important 
feature. 

Now, I would like to make one point in passing. Also the Bureau 
of the Budget letter opposed this distribution on the ground that the 
eventual decision should be based upon a study of a committee which 
would look into Federal-State jurisdiction in this taxation field. 

I would like to ask the question, perhaps rhetorical, How would this 
redistribution feature interfere with such a study’ I cannot see that 
it would. 

Mr. Mins. May I ask the gentleman a question at this point ¢ 

Was there not at one time a decision reached by some type of com- 
mittee made up of members of this committee, the Finance Committee, 
and the governors’ conference, on that very point / 

Mr. Brown. In 1948, I believe, sir. 

Mr. Minus. What was the resolution at that time? Do you re 
member ¢ 

Br. Brown. I think that was known at that time as the 100-percent 
offset. I believe that their recommendation was that the Federal 
Government should relinquish taxing authority, ee authority, 
to the States completely and let them handle it, and what has hap 
pened to that is perhaps a question to ask. 

Mr. Mitus. In other words, the Commission decided to go a little 
further than this bill in the direction of State control 4 

Mr. Brown. It has before. 

There is one further statement made that needs perhaps a little 
clarification. This is compared to a compulsory grant. One of the 
committee members compared it. He said that one is an optional 
grant to the State, and that would be under the Forand bill, while 
this constitutes an annual compulsory grant. I would like to suggest 
that is perhaps not the proper suggestion. It is a tax rebate, in eflect. 
The grants have been made. There is some money left over. The 
tax has been collected from the employer. The uses for which the 
tax was collected have been effected. There is some money left over. 
It should be rebated to the people who pay the tax unless there is 
some very good reason for withholding it from them. 

Now, to wind up, I would like to say this: It strikes me, as I have 
listened to this testimony, that the subject matter that I have been 
covering is the single issue before the committee. Everyone has 
agreed without any question that earmarking is a good thing, and 
it is high time that it be done. I would like to emphasize what Mr. 
Teets said, that with regard to the Treasury Department’s objec 
tions, the administrators are willing to meet them as far as we know 
them, and if the Labor Department encompasses them we can go 
along with them. We are willing to meet the Treasury Department’s 
objections to the bill with appropriate amendments. 

On the question of loans versus grants, you have the Treasury 
Department expressing itself in favor of loans and the Labor De- 
partment expressing some preference for grants and the administra- 
tion apparently having made no particular decision upon it. So 
either way the decision is made in that case there is no great opposition 
involved. Therefore, we are left with this distribution problem, and 
that, as I say, is the major bone of contention before the committee. 

The Cuarrman. I am very sorry that I am going to have to leave 
the committee, but there is a policy-committee meeting at 2:30 which 
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I must attend. I believe that Mr. Jenkins has to be there, so I will 
ask Mr. Mason to take the chair. I hope that we can comp ylete the 
hearings today and I hope that we can get back to listen to this very 
fine testimony. 

Mr. Miu S. I have heard the suggestion made by some of my good 
friends in the field of labor relations that this requirement which 
we impos sed in the bill to repay the amount advanced might well 


tend to weaken the State program in the future. As an administra- 
tor of such a program in New Hampshire, which State you say might 
i = . . 


well be in the position of need gy an advance some time, do you see 
] 


any danger from the requirement of repayment to your future oper- 
ations within the State of New Hampshire? Would it impair your 


program ? Would it make it mpossible for people some time in the 
future, because of this repayment, to receive benefits from being 
unemployed ¢ 

Mr. Brown. I cannot speak with — vote of the New Hamps hire 
employers behind me, but I would say the New Hampshire phi losophy 


is this—we are willing to stand ous our own feet. if we get into 
trouble we will raise taxes until we have enough money to take care 
of the situation. If we have to borrow ora ar ly we will do that. 
If we have to reduce benefits we will do that. We p oe for that 
In some circumstances. We w 1 depend _ n something else which 
might be a philosophic thing but perhaps is in saint call that is 
the | umal resources of a State and its ability to get back on its feet. 

I think the admission of the Rhode Island administrator whom I 
talked to about this is that only last year has Rhode Island done any- 
thing very constructive by way of doing the thing that the y ought to 
do, diversi fy their industry. 

New H; ampshire has been at it for 5 years. Maine h: as been at it for 
5or6. Each has a very expanded program starting at the State level 
ind going down to the smallest town, trying to rectify the situation 
that makes us a high state compensation vise. W ith those various 
facets we do not want any grants. 

Mr. Mitzs. I believe that you did not quite answer my question as 
I hoped you would. Does the imposition of the requirement to repay 
idvance tend in ai vV manner to weaken the opportunity to pay 
benefits from this fund in the future in the State of New Hampshire, 
or any other State. 

Mr Brown. Not tomy knowledge. 

Mr. Mitus. There is no possibility of that? 

Mr. Brown. I cannot see that there is. 

Mr. Foranp. Mr. Brown. a [ understand you to say that Rhode 
Island only within the last year has been trying to di versify its in- 
dustry and has done nothing about it? 

Mr. Brown. My understanding from the administrator is that 
there have been sporadic attempts in the past, but a thoroughly or- 
ganized campaign is no more than a year old. Yk 

Mr. ForaNnp. I think -_ I should disabuse your mind of any 
thought along that line because Rhode Island has had a development 
commission that has been Senedilien for a number of years, and we have 
succeeded in making some progress. Perhaps the point was being 
stressed that at the moment, at the suggestion of the Governor. the 
State was initiating the setting up of a fund of several million dollars 
for the construction of buildings in order to induce industry to come 
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in and occupy them, but as far as bringing new industry into the State 
is concerned, I can tell you that the program is not 1 year old, but 
a program that has been in action for a long time. 

Mr. Brown. It was probably a question of degree. 

Mr. Byrnes. I think this legislation here is certainly in the right 
direction. 

Now. why is it, 1f you are in a position to state, that your group 
does not advocate a 100 ere offset with each State assuming the 
responsibility for the cost of its administration and the benefits of the: 
program and be on your own comp rlete ly ¢ 

Mr. Brown. On that subject Iam a freshman. I have been at it 
only 214 vears. Perhaps Mr. Teets could better answer it. 

Mr. TEEtTs. The matter of the 100 percent offset plan has been dis- 
cussed among the States for a number of years. I think probably the 
reason that the States are not advocating it at this time is that there 
are about 15 States that the three-tenths of 1 percent would not ade 
quately take care of their administrative costs. Some means have to 
be found of div iding up the money in order to take care of that. You 
will appreciate in some States that your costs will run up. You have 
to have, for example, a basic staff and their tax collections are not 
sullicient. In order to provide for those it is felt among the admin- 
istrators this is the more equitable plan. This is referred to as the 
compromise plan. It isa plan that, as you say, does not get all done, 
but it approaches it. 

Mr. Byrnes. It occurs to me that at the present time the Federal 
Government out of this three-tenths of 1 percent that comes in, or 
really out of the general funds fundamentally, makes the appropria- 
tion for the administration of the various State programs; is that 


not so ¢ 


Mr. Treers. Yes. 

Mr. Byrnes. Fon administrative costs ¢ 

Mr. Terrs. Yes. 

Mr. Byrnes. And that is done by Congress / 

Mr. Treets. Yes. 

Mr. Byrnes. Really, the Appropriations Committee and the Con- 
gress dealing with the subject have the psychological attitude of what 
they are doing is appropriating funds out of the general funds of the 
Treasury. 

Mr. Teets. Yes. 

Mr. Byrnes. So there is somewhat of a brake on them to make sure 
what they are appropriating is reasonable. In other words, they are 
not just going to give the States anything they ask for. 

Mr. Teers. That is correct. 

Mr. Byrnes. Under the present setup. 

Mr. Trets. That is correct. 

Mr. Byrnes. Now, under this plan what you are going to do is to 
have a trust fund. Is the Congress going to appropriate for adminis- 
trative costs out of that, or is that going to be handled administratively 
by this bill? 

Mr. TEETs. The same procedures aus are followed presently will be 
followed under this P an. The only difference arises out of the excess. 
Instead of leaving it in the Treasury for purposes other than the 
employment-security program, it would be returned to the States. 
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Mr. Byrnes. Here is the Appropriations Committee and the Con- 
gress dealing with a bill to appropriate for the administration of the 
state system. No matter what they appropriate, as long as the fund 
is big enough, they can appropriate for the administrative costs up to 
100 percent of that fund; can they not ? 

Mr. TE! rs. Yes: or more, Slr. 

Mr. Byrnes. But at least up to that amount. 
Mr. Trets. Yes. 
Mr. Byrnes. It is not 
is it ¢ 

Mr. Trets. No, sir 

Mr. Byrnes. Does that not remove then somewhat the brake upon 
the Congress and upon the Appro] riations © ommiuttee in being cer- 
tain that the funds they do appropriate for the States for administra- 


oing to affect the Federal budget one iota, 


Oo 


tive costs are not excessive / 


Mr. Treers. Well, I do not think so. At least my experience for 16 
vears has b en that it has been aw ful tough to vet ny money during 
e procedure . and it certainly would not be a radical change. 

Mr. Byrnes. Is not that because of the fact that the committee and 


the Congress recognize what they are doing is really appropriating 
general funds, and it does have a bude tary effect as far as the general 
fiscal situation of the eck al Gaovernment Is col cerned / 

Mr. Treers. Well. I think that the Congress is charged, and will be 
charged under this bill, with xactly the ime re sponsibilities. As 
you know, State legislatures are difficult to get money from, and they 
be watching this thing closely. The Federal bureaus’ representatives 
have gone over the buco ts ol the states, | hey have looked over the 
actl tes, They feel that the mor e\ to pel Porn certalh service is hot 
essential or necessary for proper administration. Now, the adminis- 
trator is charged with the responsibility of carrying out the program. 
Phe \ Mir. Brow) "3 « vaulni ple ot fraud. Llow much should be 
spent on fraud: He is responsible for the program and he cannot 
pend it money. If the State received at \ of the money, it seems 
to rie bit wou (| be tis hl ohted be use alr LCN the lederal Grovern- 


ment’s representatives have said “It is not necessary.” 

The State administrator has placed himself in the | osition of having 
sald “It is necessary.” It seems to me that those moneys are more 
closely highlighted and watched than any others. 
Mr. Byrnes. It occurs to me that it would be no skin off the Appro- 
priations Committee's teeth or the teeth of Congress as to how much 
they appropriate for administrative costs under the type of plan that 
you have set up here. It just means that much less is returned to the 
State, and that is under the State formula redistribution of surplus. 

Mr. Trers. Except for this: I think, so far as I can see, the eco- 
nomic conditions could be such that you will have to be so economy- 
minded that I think as a practical miatter you could not shift your 
thinking that fast, as fast as the matter would come before you, even 
if you were inclined to try to. ; 

Mr. Byrnes. Who submits the request to the Bureau of the Budget 
for the funds for the administrative costs ? 

Mr. TEeETs. The Bureau ot Employment Security. 

Mr. Byrnes. Do you know to what extent the Bureau of the Budget 
has approved their original request / 
Mr. Trers. Generally speaking, there has been a cut. 
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Mr. Byrnes. Do you think that there would be much of a tendency 
for them to cut that request if they are operating with a trust fund 
that has no relationship to the general fund of the Treasury ? 

Mr. Trers. I would think so because at the present time we get our 
money on workload items, and the State must accompany in the first 
instance its budget request with workload items. As a matter of fact, 
they have worked out the procedure to where they second-guess you 
after it is all over. If the workload does not come up to where you 
anticipated it would, and agreed that it would, you have to make that 
money available. 

Mr. Byrnes. On how many occasions have you found that the 
Congress has appropriated an amount equal to what the budget has 
called for by way of administrative expenses 4 

Mr. Trrrs. Not very often. 

Mr. Byrnes. Generally that is cut also. 

Mr. Terrs. Yes, sir. 

Mr. Byrnes. My thought is that under the plan you are going to be 
more likely to get what you ask for in the first instance, and I do not 
know whether that is such a good thing or not. 

Mr. Trers. We hope so. 

Mr. Byrnes. I can see as State administrators that you would think 
that is all right. 

Mr. Brown. I think that you have a definite point there, but I think 
that we can go back and say “Why is the three-tenths of 1 percent 
collected in the first place?” Just because for 15 years the States have 
not been getting all the money back under the three-tenths of 1 percent 
and Congress has had an illusion they have been ap propriating on the 
general funds does not mean to me at this date that it 1s not a proper 
thing to dispel that illusion and put in the program what Congress 
originally intended should be put in it, which is that there should 
be the entire proceeds of the three-tenths of 1 percent. 

Mr. Byrnes. Was not the three-tenths of 1 percent really a device 
to get all the States to have some kind of a State unemployment com 
pensation plan and to thus provide the offset ¢ 

Mr. Brown. That is correct, but I would presume that the three- 
tenths of 1 percent would be necessary to help the administration of 
the program. 

Mr. Byrnes. It would seem to me to make real sense to cut down the 
three-tenths of 1 percent and make it a smaller amount going to the 
lederal Government. 

Mr. Brown. As Mr. Goodwin pointed out, we are coming fairly close 
to the top of the three-tenths of 1 percent and the practicality of an- 
nually revising, and particularly forecasting in the next years as to 
what percent will be necessary, is a pretty difficult proposition. 

Mr. Curtis of Missouri. If the Federal Government withdrew en- 
tirely from the field how many States, in your opinion, would either 
abandon their program or materially lessen it from the standpoint of 
the employees ? 

Mr. Brown. I would say that no States would abandon it. It isa 
part of the social-security fabric of the country today, without any 
question. If it went to a 100-percent basis, some States, within their 
means, would probably find that they would have to reduce the size 
of the payments. Nobody would abandon it. We would probably 
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arrive at a somewhat broader spread between the liberality of the 
provisions than we presently have. It is just one man’s opinion. 

Mr. Curtis of Missouri. Why would that be? 

Mr. Brown. There would jus st not be mone V avi all: ible. 

Mr. Curtis of Missouri. By reason of the fact they could draw from 

e Federal Government ? 

Mr. Brown. If you are referring to administration, sir. 

Mr. Curtis of Missouri. I am referring to the whole program. The 
Federal Government came into the picture to compel the States to 
start. and all of the States have it now. My question is, what would 
hs appen if the Federal Government should say “Our job is done now.” 
[I am not advocating it; I am seeking information. 

Mr. es I think the inevitable result would be that in those 
States where certain influences were brought to bear to make the States 
more interested in the taxing provisions than in the benefit provisions 
there would become a larger gap resulting from the failure to continue 
to increase the benefit amounts, as has been the history of the State 
program. 

Mr. Curtis of Missouri. You think that it would hurt the program 
from the standpoint of the employees ? 

Mr. Teets. I am sure that it would. 

Mr. Curtis of Missouri. In some States or in all of them ? 

Mr. Tretrs. Ithinkinsome. It would not be fair to say all. 

Mr. Curtis of Missouri. Probably not. 

Mr. Trerts. In the more industrialized States I think it would make 
no difference at all. 

Mr. Foranp. Mr. Brown, you said something about having difficulty 
in obtaining funds for the fraud phase of your program. Did I under- 
stand you correctly to say that ? 

Mr. Brown. Yes. 

Mr. Foranp. Is there not a provision in your law that gives you the 
authority to get those funds ? 

Mr. Brown. No, sir. Each vear we prepare a budget and make a 
— for what we need in this category, among which is fraud. In 

cent vears it has been New Hampshire’s experience, and I think 
cenerally the experience of the country, that when the fraud category 

s discussed the budget is based upon previous experience and in a 
ereat many States, as in New Hampshire, there has only been a fairly 
recent recognition of the need for more fraud money; therefore, when 

‘make a request for more people in that section and we go back to our 
recent experience which shows 2 people, 2 people is all that we get, 
and that is what the money is allocated for. 

Mr. Foranp. It seems to me that you interpret that to be a part of 
your administrative costs; am I correct ? 

Mr. Brown. Emphatically. 

Mr. Foranp. I just made some inquiry a few minutes ago and I have 
here scribbled section 10 (a) of the New Hampshire unemployment- 
compensation law, and I understand practically a similar section ap- 
pears in the laws of Colorado, Idaho, North Carolina, Utah, Wiscon- 
sin, and Wyoming. 

The New Hampshire law, section 10 (a), says: 

The provisions of section 8 relative to the unemployment-compensation fund 
and section 10 relative to the unemployment-service administration funds— 
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and I think the other word is “compensation” 
| 


to the contrary notwithstanding, the Commissioner is authorized to requisition and 
receive from the State’s account in the trust fund in the Treasury of the United 
States, in the manner permitted by Federal law, such moneys standing to the 
credit of said fund as are permitted by Federal law to be used for expenses of 
administering the provisions of that chapter, and to spend such funds for such 
purposes. The State treasurer shall be the custodian of the amounts of money 
so requisitioned and shall administer such fund in accordance with the direction 


of the Commissioner and such rules and regulations as the Commissioner may 
prescribe, not inconsistent with the Federal law. 

Mr. Brown. Yes. That refers to the withdrawal of benefits for the 

payvinent of unemployment compensation to unemployed workers, 


not to administrative funds. I think that I am correct in that. 

Mr. FORAND. You cannot use that money for administrative pur 
poses, and you cannot draw under the prov isions of the law ? 

Mr. Brown. No. The Federal law and my own State law permit 
no expenditures from that fund except for benefits. 

Mr. Foranp. I understand this section of the law is open to various 
nterpretations and that it has been interpreted to the extent that you 
can obtain such funds for such purposes. 

Mr. Brown. Do I understand that you understand that some States 
withdraw money from the benefit funds for these administrative pur- 
poses ¢ 

Mr. Foranp. I understand it has been so interpreted. It is open 
to that interpretation. 

Mr. Brown. Iam not aware of that. I think that would be a breach 
of Federal standards and we would get into trouble. 

Mr. Foranp. It would be worth investigating, and I would - for 
somebody to look into it and give us a clear interpretation of 1 

Mr. Trrrs. May I make a statement here to clarify ? 

Mr. Foranp. I just want to leave this open, and if anybody has a 
correct interpretation, Il ask unanimous consent that it be inserted 1 
the record at this point. 

(The material referred to will be placed in the committee files when 
received. ) 

Mr. Mason. We thank you, Mr. Brown, for your stimulating testi 
mony. 

Now we will hear from Mr. Marion Williamson, the director of 
Kmployment Security Ageney ae ane 

Mr. WinuramMson. With reference to Mr. Forand’s question, nothing 
is more notorious in the field of 1 anemployment compensation than 
the mandate that no funds, thus far, can be taken out of the benefit 
fund except for the payment of b nefits. 

Mr. Chairman and members of the committee, my name is Marion 
Williamson. I am cirector of the Emp loyment Security Agence V; 
(reorela Department of Labor, and the imme wis ate past pre side) nt of the 
Interstate Conference of E mp lovme nt Secu ity Agencies. I apprec 1 
ate this opportunity to present my views on bills now being considered 
by vour committee whieh have an important bearing on the employ- 
ment security program of ever) \ State. We, who are concerned with 
the day-to-day administration of this program, wholeheartedly be- 
lieve in a system of sound unemployment insurance. It is my opinion 
that established insurance principles must be retained and strength- 
ened in this program and that the present concept of State responsi- 
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bility must remain in the forefront. For this reason, | strongly urge 
the enactment of the Mills-Mason bills (H. R. 3530 and H. R. 3531). 

At the last annual meeting of the Interstate Conference of Employ- 
ment Security Agencies, administrators representing the 48 States, 
District of Columbia, and the Territories of Hawaii and Alaska again 
overwhelmingly adopted a resolution affirming their conviction that 
the principles contained in the Mills-Mason bills, H. R. 3530 and H. R. 
3531, are sound and should be enacted into law. 

I would like to introduce for the record copies of those resolutions. 

Mr. Mason. Without objection, they will be included as a part of 
the record. 

(The resolutions follow.) 


RESOLUTIONS ADOPTED BY THE INTERSTATE CONFERENCE OF EMPLOYMENT SECURITY 
AGENCIES During Irs 161TH ANNUAL MEETING HELD SEPTEMBER 15-18, 1952, 
aT SALT LAKE City, UTAH 


RESOLUTION II RELATING TO THE PRINCIPLES CONTAINED IN H. R. 4133 


Resolved, That the Interstate Conference of Employment Security Agencies 
affirms its support of the principles embodied in and reflected by H. R. 4133, the 
Employment Security Administrative Financing Act of 1951: and be it further 

Resolved, That it is the sense of this conference that securing favorable action 
on such a bill is to be the primary objective of the conference officers during 
the 1952-53 conference yeat 


Adopted September 17, 1952 
RESOLUTION III RELATING TO LONG-RANGE BENEFIT FINANCING 


Resolved, That the Interstate Conference of Employment Security Agencies 
hereby : 

1. Reaffirms the responsibility of each State for the adequate long-range fi 
hnancing of its unemployment benefit program; 

’ Urges each State to make suitable studies, and to revise such studies from 
time to time, and to take any other action needed to assure the long-range ade 
quacy of its unemployment fun 

Recommends that the Federal loan account, which expired at the end of 
1951, be made permanently available remergency advances (without interest) 
to any depleted State fund; 

1, Recommends that automatic repayment of any such loan be provided by 
Federal law, through a gradual decrease in the Federal tax credits otherwise 

lable to the State’s unemployment-tax payers, with the resulting Federal 
revenue applied against such loan, until repayment is completed; and 

>. Recommends that the Federal legislation thus outlined be sought as a sep 
arate measure, if that proves necessary to secure its early enactment 


Adopted September 17, 1952 

Mr. Wituiamson. The earmarking of all funds paid into the Federal 
Treasury under the Unemployment Tax Act is a matter that has re- 
ceived the careful study of State administrators over a period of years. 
It has attracted the addition of State governors and legislative bodies. 

In my own State of Georgia, both houses of the legislature unani- 
mously adopted a resolution on February 25, 1953, memorializing 
Congress to enact legislation covering the principles contained in the 
bills now under consideration. 

Mr. Chairman, I would like to include a copy of these resolutions in 
the record. 

(H. R. No. 208 follows. S. R. No. 52, an identical resolution. has 
been filed with the committee. ) 
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GEORGIA GENERAL ASSEMBLY, STATE OF GEORGIA, 1776 
H. BRB. NO. 208 A RESOLUTION 


Memorializing the Congress of the United States to enact legislation which 
will return to the several States amounts collected as unemployment tax by the 
Federal Government in excess of grants for administration costs of the unemploy- 
ment insurance and employment service program. 

Whereas the several States are responsible by law for administration of the 
unemployment insurance and employment service program; and 

Whereas the Federal Government levies a payroll tax of three-tenths of 1 per- 
cent on employers of eight or more persons to pay the administrative costs of such 
State programs; and 

Whereas the Federal Government has collected since 1937 from Georgia 
employers for the administration of such program over $6 million more than has 
been returned to the State, while the amounts returned to Georgia have been 
grossly inadequate to provide flexible administration; and 

Whereas each State is limited to the amount allowed it by the Federal Gov- 
ernment with the excess of such tax being diverted for purposes other than 
intended ; and 

Whereas an inadequate operating fund restricts service to job seekers in 
finding work and to employers seeking workers, makes exceedingly difficult 
prompt detection of fraudulent benefit claims, hinders activities to prevent tax 
evasions, impairs effectiveness of control over disbursements from the unemp- 
ployment insurance fund, and cireumscribes the fulfillment of the objectives of 
the entire program: Now, therefore, be it 

Resolved, That the Congress of the United States be and hereby is respectfully 
memorialized to enact legislation which will— 

1. Earmark the taxes collected under the Federal Unemployment Tax Act for 
the purposes of the employment security program in each State; 

2. Make reasonable provisions assuring all States equitable participation in 
the allotment of such funds; 

3. Transfer to the States for use in the employment-security program any 
excess over the amounts allocated by the Federal administrative agencies with 
full responsibility resting on each State agency for the proper use thereof; and be 
it further 

Resolved, That copies of this resolution be transmitted to the Secretary of the 
Senate of the United States; the Clerk of the House of Representatives of the 
United States, the chairman of the Committee on Ways and Means of the House 
of Representatives, the chairman of the Committee on Appropriations of the 
House of Representatives, the chairman of the Finance Committee of the Senate 
of the United States, the chairman of the Committee on Appropriations of the 
Senate of the United States, and each Member of the Congress from the State of 
Georgia. 

Adopted February 25, 1953 

This is to certify that the above is a true and exact copy of House Resolution 
No. 208 as read and adopted in the House of Representatives, State of Georgia on 
February 25, 1953, and now of file and record in the clerk’s office. 


JANETTE Hirscn, Assistant Clerl 


Mr. WILLIAMSON. The earmarking of funds collected through 
a tax levied for a specific purpose has been widely accepted as a 
sound principle of government. It is one that has been followed 
from the beginning with respect to all moneys paid into the re- 
spective State unemployment insurance trust funds. It is a prin- 
ciple that has received practically unanimous endorsement from those 
best informed as to the operations and purposes of the employment 
security program. 

It is mV considered opinion, as well as that of my fellow ad- 
ministrator that all of this tax should be used exclusively for employ- 
ment-security purposes. 

From the beginning all moneys paid into the respective State 
trust funds have been earmarked for payment of unemployment 
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insurance benefits. To date each State trust fund has proved adequate 
to pay benefits as provided under its law. : ; 
As early as 1944 it was recognized that unusual economic cir- 
cumstances, particularly in the postwar period, might cause such 
a drain on some State trust funds as to threaten their solvency. 
Accordingly, in the 1944 Reconversion Act, the nero George 
Loan Fund was established, inco rporating the repayab le advance 
principle. This provision w: as subseque ntly reenacted by the Congress 
and remained in effect until the first of 1952. 
The establishment by the ¢ ongress of are pay: able advance fund as 
a reconversion measure was a wide and prudent step. Fortunately 
no State found it n ecessary t draw from that fund. State trust funds 
proved adequate in every case. However, some few State trust funds 
have recently experienced such heavy drains as to threaten their 
solvency. Congress and the State should never permit any State trust 
fund to go broke. 
Us hy the earn irked fund for the establishment of a repay- 
ble advance fund as a permanent arrangement is in full harmony 
with the prese t State-Federal employment-security program. It 
emphasizes al d would retain State respons bility. In fact, such 
lement the principle of State re- 
spon Ly lity na sim ple and pl ictical Way. 
F rom the one nn ing there has been s« ne opposition to the idea of 


an ad hee fund will help to 1m 


state respo ) lh cy. II wever, the advocates of complete federal- 
ZATIO Ol t} e aired Secu ty program have found litt le favor 
before either the general public or the Congress in any direct ap- 


proach to their objective 

What they have failed to accomp lish by direct means, they appar- 
ently hope to accomplish indirectly. One such attempt to undermine 
State responsibility is contained in certain bills introduced in the 
Conere 

Contrary to the repayable advance principle contained in the 
Mills-Mason bills, H. R. 3530-8531, these other proposals would sub- 
stitute outright Federal orants ol — to any State whose trust fund 

threatened with insolvency from any cause. 

Opponents of the present State-Federal employment security pro- 
gram are generally advocatil Go Secunia 7] ft principle r: ather than 
the repayable advance. They hope thereby to unde ‘rmine and weaken 
estate re Spo! si} ility ind to bu ld up »F ede ral bureau control. 

Obviously, the eranting of a outright eit to cover any deficit in 

State trust fund wor i be a step in the direction of feder: alization. 

would encourage reliance on Federal h: un rather than on cor- 
rective State action. 

On the other hand. a repay ible advance fund would assure the con- 
tinuance of State respon sibili ity in making such administrative or leg- 
islative adjustment as may be in keeping with local circumstances. 
The repays able advance fund as provided by the Mills-Mason bills, 
H. R. 3530-3531. would assure the proper gearing of tax rates and 
benefit-payment rates in every State. 

Keeping these two elements in proper relationship at all times realis- 
tically adjusted to local circumstances and economic conditions. is the 
essential ingredient of a sound long-range unemployment insurance 
program. 
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As in any insurance plan, potential income and benefit costs must 
be considered simult: iniaaale and constantly reviewed in the light of 
current and prospective conditions. The repayable advance fund pen 
vision previously established by action of the Congress would be re- 
newed and inapeored by passage of H. R. 3530-3531. 

When the ‘oneress enac ted the Federal Une mp yloyment Tax Act, 
there was Se recognition that a successful program of this type, 
vhich would so vitally affect the economic life of every community, 
should be established under a system that would provide administra 
tive control close to the people al rectly affected—employers and 
workers. 

The Federal Act, therefore, provided that operation of the pro 
gram would be in accordance with laws enacted and administered by 
the States. The Congress limited the Federal aspect of the program 
to administrative financing of such State laws and the setting of a few 
basic minimum standards to be incorporated into the respective State 
laws. 

Every State accepted its responsibility in this field and enacted leg 
slation necessary to put the _s rram into effect. hus it was possible 
for each State to adapt the sp ific provisions of its own law to meet 
local conditions. This concept of local responsibility has produced a 
healthy, continuing, and active interest on the part of the citizens in 
every State and community. 

While the enactment and administration of the respective State laws 
is a State responsibility, funds for administration are collected from 
taxpayers of the various States by a Federal tax levy. Such funds 
are then appropriated based on requests submitted by a Federal 
bureau 

This Federal bureau, pres sently an agency in the United States De 
partinent of Labor, then makes pleceme: al allocations of funds to the 
various States. This allocation arrangement, administered through 
excessively restrictitve purse-string controls of minute operations, has 
constantly hindered and interfered with the effectiveness of State laws 
and administration. 

Through arbitrary bureaucratic action in the allocation process, the 
States are in some respects prevented from carrying out the full 
responsibilities of their age 

The enactment of the H. R. 3530 and H. R. 3531 will assure State 
responsibility in the field of employment security by providing a 
soundly financed permanent advanced fund, strenothening State trust 
funds, and provid og needed flexibility in State administration, 

Mr. Chairman, and ge sntlemen of the committee, we who administe I 
State employment-security laws urge your favorable consideration. 

During 1951, hearings were had before a subcommittee of the Com 
mittee on Ways and Means on H. R. 3393, proposing unemployment 
insurance for Federal civilian emp jloyees. Representatives of the 
State employment-security agencies appeared and opposed that bill 
because of the Federal standards and controls contained in it. We 
made certain suggestions. The subcommittee considered the sugges- 
tions favorably. 

The subcommittee rewrote the bill and reported its bill, H. R. 5118, 
to your committee. Your committee unanimously reported H. R. 
5118 fi avorably to the House. 
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The States were pleased to note that in H. R. 5118 benefits were to 
be paid or denied ey State personnel, in accordance with the provi- 
sions of State laws. The States can and will effectively administer 
their end of the program if this measure is enacted into law. 

They also limited the rulemaking power of the Secretary to have 
the States collaborate in the rulemaking power. 

Thank you, Mr. C ee 

Mr. Mason. J take it, Mr. Williamson, that you summarized and 
reemphasized t he testimony of youl colleagues? That was your job, 
was it not / 

Mr. Wittramson. I was the clean-up man; yes, sir. 

Mr. Mason. Are there any questions ¢ 

Mr. ( ‘amp will Inquire. 

Mr. Camp. Mr. Williamson, I wish to commend you for your state- 
ment. I think it covers the field very accurately and at the same time 
I wish for the benefit of the committee to tell you how much the people 
of my State appreciate the very fine record that your bureau has made 
in Georgia. It is one of the de ‘partme nts of our State that we ts ake 
great pr ide in. 

What is the surplus that has been collected from employers in 
Georgia over the cost of the program / 

Mr. Witu1AmMson. Mr. Congressman, in the trust fund we have $130 
million. We have only gotten back in administrative funds three- 
tenths of 1 percent that went into the Federal Treasury, or approxi- 
mately three-fourths of that paid in. 

Mr. Camp. Is the benefit program in Georgia comparable with the 
average in the country / 

Mr. Wituiamson. | think it stands up mighty well with the average 
in the country, Mr. Congressman. 

Mr. Camp. I just wanted to bring out the fact of how well that pro- 
gram has been administered in Georgia and the condition of the pro- 
gram there. 

I wish to thank you, sir. 

Mr. Witt1amson. Thank you, sir. 

Mr. Mason. Mr. Byrnes will inquire. 

Mr. Byrnes. Mr. Williamson, you and your colleagues here from 
the Interstate Conference are all administr ators, are you not, of the 
employment security acts in the various States ? 

Mr. WiLLiAMsoNn. Yes, sir; we are. 

Mr. Byrnes. I assume then that you believe in the Federal security 
program ¢ i 

Mr. Wiruiamson. We believe in the Federal-State program; yes, 
sir. 

Mr. Byrnes. In the employment security program ? 

Mr. Witi1amson. We would not be devoting our life to it if we 
did not. 

Mr. Byrnes. I assumed that. 

Now, can you shed any light on how you can have the situation here 
where people in your capacity have one opinion and the Advisory 
Council of the Labor Department have an opinion at odds with your 
views? 

Mr. Wiru1AmMson. Yes, sir. 

I think again, Mr. Congressman, the Advisory Council of the 
Department of Labor was ‘appointed by Secretary Tobin. I have 
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attended that Advisory Council on a number of occasions. The Fed- 

eral Bureau and those who advocate federalization of the program 
marched witnesses in there. They come in for a couple of days may 

be 2 or 3 times a year. They appoint subcommittees, 1 or 2, and 
they are surrounded by a floc k of bureau folks who write the re port 
and come back and read it. When any technician says anything they, 
the bureau, do not agree with, they give them hell. 

Mr. Byrnes. That is all, Mr. Chairman. 

Mr. Foranp. Mr. Williamson, you closed your principal statement 
here by saying: 

Mr. Chairman and gentlemen of the committee, we, who administer State 
employment security laws, urge your favorable consideration 

You were referring to the Mason and Mills bills. 

The question in my mind is how about the interest of the people 
the program was established to help; that is, the workers? 

All the labor organizations, I understand, are opposed to that. 

Whose interests do you place first, the workers or the employers ? 

Mr. Wituiamson. The welfare*of the people of this country. 

As you well know, Mr. Forand, the labor union spokesmen are not 
always looking after the interests of those people. They want to 
centralize Government here in Washington. <All of the advocates 
of centralized government favor federalization and they favor any 
move which will deplete trust funds. 

Mr. Foranp. That is your opinion. 

Mr. Wituiamson. The record will bear me out. 

Mr. Foranp. That is your opinion. I am satisfied, Mr. Chairman. 

Thank you. 

Mr. Sapuak. Mr. Chairman, earlier I had mentioned the first defi 
ciency appropriation bill of 1949, H. R. 2632, and then I made 
very brief statement. on the floor on November 16, 1949, in connection 
with my amendment to increase that deficiency to $14 million, which 
became law. 

Also in my statement, I referred to some statements Mr. Harry 
Kendall made in connection with that proposition, and I also alluded 
to the fact that the excess moneys which we had in the Federal Gov- 
ernment could even be used for neon lights is the renovation of our 
chambers. 

It is a very brief statement, Mr. Chairman. I would like to ask 
unanimous consent that it be inserted in the record at this point. 

Mr. Mason. Without objection, it will be inserted. 

(The information referred to follows :) 

FEBRUARY 16, 1949. 

Mr. Sapiak. Mr. Chairman, I offer a substitute amendment. 

The Clerk read as follows: 

“Substitute amendment offered by Mr. Sadlak: On page 6, line 24, after the 
word ‘administration,’ strike out ‘$4,987,000° and insert ‘$14,000,000°.” 

Mr. SapLtak. Mr. Chairman, I am most grateful to the gnetleman from Wis 
consin (Mr. Keefe) for his remarks, because he is so very familiar with this 
question. On yesterday I talked of the necessity for increasing this appropria 
tion. I gave the total of unemployment claims in the State of Connecticut as 
being 49,822. I want to submit to the House at this time that the total unen 
ployed in the State of Connecticut has again rise during the past week, and as 
of this last Saturday, after a telephone call to the Department of Labor this 
morning, it is now 52,451, an increase of some 2,629 in 1 week 

I want to stress this one point. To process the claims it requires the same 
procedure for partial or full claims for benefits. It requires the handling per 
sonnel which is lacking, especially in local field offices. The individual States 
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operate the unemployment compensation and employment services, they col- 
lected for the United States Government during fiscal 1948S some $200,000,000. 
The States received in return for the administration of these services $130,- 
000,000; in other words, the United States Government made a profit of $70,- 
000,000, and there is no earmarking of these funds. As a matter of fact, remarks 
were made here on the floor yesterday about contemplated changes and im- 


provements of this Chamber even to the extent of nstalling neon lights. I 
submit that the money which has been collected from the employers could even 
be used for such purposes to the detriment of the growing numbers of un- 


employed who need expeditious servicing of their claims for checks to which 


they are « ntitled and need now 


Mr. Lop Mr. Chairman, will the gentleman yield? 

Mr. SapLak. I yield to the gentleman from Connecticut 

Mr. Loper. I should like to associate myself with the position taken by my 
friend and colleague, and commend him for his amendment It reflects the new 
necessities brought about by increasing unemployment not only in Connecticut 


the Nation at large 
Mr. Sapiak. I am most grateful to the gentleman for his support. In the 
t he represents, one of the largest affected cities in the State of Connecticut 
the city of Bridgeport, and they have some 10,000 unemployed at this moment. 
‘his matter is nonpartisan, and we want to give the States the tools to 
work with to do this job prop rly 

I refer you to the hearings on this particular point and to the statement 
made by Mr. Harry Kendall, chairman of the Employment Security Commission 
for North Carolina He there stressed the fact that we have an obligation to 
return these funds to the States so that they can do the job for the people who 
are entitled to this service. 

I am told that it is necessary to wait from 5 to 9 weeks for the initial check 
because of the backlog of these claims in these offices. 

I urge you to vote for this amendment. 

With the large number of unemployed and more workers laid off each day 
as I have shown to you in my remarks yesterday and today and new claims 
to be made, the $14,000,000 of my amendment should be approved 

* * * o cS ” * 


is 


(This amendment to the first deficiency appropriation bill of 1949—H. R. 
2632—was approved by the House and Senate on May 6, 1949, and became 
Public Law No. 71 on May 24, 1949.) 

Mr. Mason. We thank you gentlemen for your very excellent testi- 
mony. 

Mr. Trrrs. May I make a very brief statement for half a minute, 
Mr. Chairman ? 

Mr. Mason. Very well. 

Mr. Trers. With reference to my comments on fraud, I would not 
want them to be misunderstood. 

Phe Bureau of Employment Security is not withholding funds with 
regard to that matter because they are not interested in it. The 
record indicates that they are. It is a matter of limitation of funds. 

Mr. Mason. Very well. 

Mr. Trrets. Thank you, sir. 

Mr. Mason. The next witness will be Mr. Harold C. McClellan, re- 
mional vice president of the National Association of Manufacturers 
and chairman of the employee benefits committee of the National Asso- 
ciation of Manufacturers, of Los Angeles, California. 


STATEMENT OF HAROLD C. McCLELLAN, CHAIRMAN OF THE 
EMPLOYEE BENEFITS COMMITTEE, NATIONAL ASSOCIATION OF 
MANUFACTURERS 


Mr. McCiettan. Thank you, Mr. Chairman. 
I have asked Mr. Kenneth Curtis, who is associated with the Na- 
tional Association of Manufacturers in the department of industrial 
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relations, and who has worked with me in the preparation of this 
statement, to appear with me in the event that there are any technical 
questions in which I might need his assistance 

My hame 1s Harol re) ° Mi C le llan. | ain pre s de nt ot the Old ¢ — 
Paint & Chemical Co. of Los Angeles; I appear before you on beh: lf 
of the National Association of Manutacturers, being chairman of its 
employee benefits committee. This committee is charged with study 
ing and recommending association policy in social security, unem 
ployme nt compensation, and related matters. 

The National Association of Manufacturers is an organization of 
more than 19,000 manufacturing companies of which over 80 percent 
may be classified as small busines, since they employ fewer than 500 
employees. 

The proposed legislation which you are considerin Y is concern ed 
with two principal modifications of the Federal law dealing with un 
employment compensation : 

It would create a repayable loan fund to assist temporarily in 
solvent State funds; and 

It would earmark Federal unemp!oyment tax receipts for unem 
ployment compensation purposes returning excess collections there 
under to the States. 

Two basic questions need to be considered in evaluating this pro 
posed legislation. 

The first is: Does it contribute to the enhancement of State authority 
and responsibility ¢ 

NAM believes that the unemployment compensation program must 
place full reliance upon the States for development and administration 
of their respective programs, No legislation should be considered 
favorably which would result in increased control by the Central 
Government under the guise of “improving” unemployment com 
pensation. 

The legislation before you should be measured in that light as well 
as in the light of its contribution to better government, particularly 
at the State level. 

The second question is: Does the proposed legislation improve the 
prospects of unemployment compensation as an incentive program 4 

To be successful the program must contain incentives for employees 
to remain at eee work whenever possible and actively to seek 
work when unemployed ; incentives for employers to st: tbilize emp loy- 
ment; incentives to insure the prompt payment of just tified claims and 
to help prevent the payment of improper claims; incentives for State 
government to improve administration and to operate the program to 
serve its declared purpose. 

It is in this last sense that the bills before you are important. The 
basic law should incorporate incentives for the States to so manage 
their programs as to be able to finance benefits and administration 
on a long-term basis without either the necessity or threat of Federal 
financial assistance. 

We would like to discuss the general principles involved and to 
measure their meaning in terms of our interest in having a successful 
unemployment-compensation program. 
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ESTABLISHMENT OF A LOAN FUND 


The bills before you provide for establishment of a $1 million “State 
reserve account.” out of which repayable advances would be made to 
States whose funds are threatened with insolvency. 

We subscribe to this general principle. The association's position, 
adopted February 6, 1953, reads, in part: 

While it is the responsibility of each State to finance its own system on a 

ind basis, nevertheless, temporary emergencies may arise in State unemploy- 
ment-insurance systems, and it may be desirable to provide a pooled catastrophe 
reserve fund of limited size from which an individual State could borrow during 
1 temporary emergency, in which case specific provisions should be made for the 
erms which would encourage the State 


repayment of such loans under definite 
to place its own system on a sound financial basis as soon as possible. 

Chis isa desirable time to consider the establishment of a loan fund, 
because there is no current fiscal emergency in any of the State unem- 
ployment funds. 

By contrast, in 1950 and 1951 such was not the case; at that time 
the fun ds of at least 3 States were considered to be close to bank- 
ruptey. The atmosphere was not conducive to deliberate considera- 
tion of the long-range effects of proposals supposedly designed to 
assist temporarily endangered State funds. 

Actually, some of those proposals would have paved the way for 
\ olesal and basic changes In) tha unemployment compensation 
program. 

For example, last year the Congress heard extensive testimony 
supporting so-called reinsurance grants—an outright Federal subsidy 
to insolvent State funds. It was clear that such an approach had 
four major disadvantages: 

1. Direct Federal grants would lead to a weakening of State initia- 
tive and responsibility. Grants of Federal money would not induce 
the States to amend questionable benefit practices which may have 
led to insolvency; they would not have acted as a spur to adjustment 
of State financial policy to meet changing conditions. 

¥. Since there would be little incentive to correct conditions which 
had led to insolvency, the cost of nonrepayable orants would tend to 
increase as other States would avail themselves of the free Federal 
money. 

3. Ultimate federalization would thus be invited. The Federal 
Government could not make such grants without assuming control 
over their use. 

+. Federal funds should never be permitted to be incorporated in 
the wage structure in any state—a consequence ot nonrepayable 
issistance to State funds. his certainly would be true in the case 
of any State in which staggered employment plans or other devices 
providing alternate periods of work and benefits are in vogue. 

Such arrangements do violence to the basie purpose of unemploy 
ment compensation, perpetuate underemployment, and avert or post- 
pone needed individual or industrial adjustments to changed economic 
conditions. 


RHODE ISLAND, THE OBJECT LESSON 
Many emplovers of Rhode Island, the object lesson of those pro- 


posing reinsurance, were against Federal grants. They took the posi- 
tion that Rhode Island should meet its own problems even if it meant 
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higher payroll taxes. Many of the employers of that State, as well a 
Massachusetts, another State which had had financial difficulties, sup 
ported the repay: able advance in preferenceto outright grants. (See 
testimony of T. J. Krauss, before the Subcommittee on Unemployment 
Insurance of the House Committee on Ways and Means, April 7, 
1952; also testimony of Mr. F. S. Shy. 

Since 1949-50 the financial scabies of the State reserve fund has 
improved. Only one State, Rhode Island, remains in doubtful con 
dition. In the last year the fund bal: ance in that State has increased. 
On December 31, 1952, it represented 3 9 percent of taxable wages. 
This is the loweet ie itio in any of the States: however, it represents 
some improvement over L951. 

It is likely that the absence of repayable loan provisions on the 
Federal level increases the likelihood of attempts to federalize the 
system during periods of temporary emergency. It seems wise to be 
prepared for such an eventuality as we were anticipating during the 
period 1944-51 when the George loan fund was in effect. 

The George fund was adopted in the belief that State reserves might 
become dep leted in the postwar period during the transition to a peace 
time economy. This approach was adopted, rather than providing 
outright grants, because the Congress was not willing to subsidize 
State benefits with Federal funds. 

The provisions of the George loan fund were never used; no appro 
priations were ever made by the Congress to that fund. However, its 
existence undoubtedly deterred serious consideration of other schemes 
of doubtful soundness. It is significant that we never heard much 
about reinsurance as long as the George fund was on the books, with 
no State in serious enough condition to apply for help 

Adoption of a loan fund at this time would permit the continuation 
of desirable experimentation without committing the program to a 
wholesale and basic change. 

However, enactment of permanent-solvency legislation should not 
be considered a desire to foreclose later review and revision based on 
additional e xperience. 

Many States have made, or are in the process of making, studies of 
the long-range finane ing of their respective programs. As these find 
ings become available and as further experience may point the way, it 
may be possible to reach the desirable ultimate objective of 100 percent 
State responsibility for the financing administration, and control of 
their unemployment-compensation programs. 

For the time being, a limited, repayable loan fund would have 
certain advantages : 

1. It is more in keeping with the objectives of the unemployment 
compensation program; a State is induced to place its system on a 
sound financial basis without resort to grants of free Federal money. 

In this connection, it is important to retain the payroll tax as 
the exclusive source of program funds. We note the present bills 
would permit—in their amendment to section 301 (a) appropriations 
from general revenues. We believe this clause to be incompatible 
with the principle of payroll tax financing; it may leave loopholes 
through which Federal funds could enter the program to its eventual 
detriment. 

A loan which must be repaid acts as an incentive to corrective 
iction, a virtue not possessed by nonrepayable grants. 
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If a State is uiwilling to live within its income, there is no com- 
pell ng reason for other States. or the Federal Government, to perma- 
nently subsidize it. 

5. A loan fund has the advantage of providing a solvency mech- 
inism free from add tional ar d burdensome Federal controls. Rein- 
surance grants would seem to be no bar to irresponsible benefit prac- 
tices without Federal direction as to their use. We would thus take the 
first step to ultimate federalization if we adopt the subsidy approach. 

The measures under consideration do not restrict the freedom of 
the States to use their own judgment with respect. to experience 
rating systenis and not not specify other changes in State laws as a 
condition of rece Ing advances Experience rating must be the basis 
for any unemployment compensation tax policy; to interfere with 

operations—as proposed in past reinsurance bills—is to weaken 
State financing procedures that much more. 
We helleve that the loan provisions of H. R. 3530 and H. R. 3531 


erit serious and favorable consideration by this committee. 


ADMINISTRATIVE FINANCING 


Phe second n ajor feature of these bills is directed to the earmark- 
ing of Federal unemployment compensation tax receipts for unem 
ployment-compensation purposes and the return of excess collections 
to the States 

NAM believes that the Federal program should permit full State 
control over administrative funds and the State use of any surplus 
cecumulated thereunder for employment security purposes. 

Inthe past the financing of administrative costs out of the 3 percent 
Kederal unemployment tax has produced a considerable excess of tax 
collections over disbursements. The controls exercised by the Federal 
authorities over State administration have often been onerous and 
unduly restrictive. In addition some States have paid considerably 
more in taxes to the Federal Government than have been returned to 
them in the form of administrative grants. 

The pring iple of allocat ng back to the States the excess of Federal 
collections under the Federal unemployment tax is a step in the right 
direction. However. we feel it necessary that the States have con- 
trol over all money paid by employers as payroll taxes for unem 
ployment-compensation purposes, except for the provision of a prac- 
tical repayable loan fund at the Federal level to assist States during 


rG 


temporary emel neces 


lo date. there has been an excess of collections under the Federal 


employment tax of somewhere between $570 million and $1 billion. 

(TI e@ DUI estimated by the Report on the Study of Em 
ployment Security Administrative Costs, by Dr. Fidele Fauri, for the 
Bureau of Employment Security, 1953; the study was requested by a 
subcommittee of the House Appropriations Committee. The maxi 
mum figure is obtained from routine BES reports.) 

This excess, collected fon employment security purposes, has been 
available to the Federal Government for other purposes. This is 
inequitable and unbusinesslike and should not be permitted to con 
tinue. 

There is no evidence that the States would be incapable of managing 
any excess collections. Indeed, there is some evidence that Federal 
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administrative control has made necessary the curtailment of essential 
administrative services in certain States, notably California, for the 
fiscal year 1942. 

In other particulars, the existence of onerous Federal control re- 
quired congressional action which resulted in the Knowland amend- 
ment to the Social Security Act in 1950. 

By the nature of the complete rule-making power vested in the 
Federal authorities, the States have been forced in many instances to 
conform to Federal dictation rather than to operate on the basis that 
seemed to them most suitable to their conditions and needs. 

One case in point is found in hearings before a subcommittee of the 
Committee on Appropriations in the House of Re ‘presentatives, 77th 
Congress, 2d session. The record discloses stmt by the Social 
Security Board to prescribe the standards under which partial bene- 
fits would be paid under a law passed by the Texas Legislature. A 
remark by the chairman of the ‘Texas Unemployment Compensation 
Commission in testimony before the subcommittee is in point: 

We do not have a single thing in the world to say about the administration of 
our law, so long as they can control, in that arbitrary fashion, the purse strings. 

Such conditions are not corrected in the persent proposals, although 
they have the advantage of returning to the States money which is 
now diverted to the Federal Treasury. 

We believe that the public interest would be better served and the 
cause of good government advanced if the States had full authority 
and responsibility over all phases of unemployment-compensation 
operation. 


CONCLUSION 


In conclusion, the legislative proposals before you, in one major 
respect, contribute to improvement of our present program of unem- 
ployment compensation. The establishment of a repayable loan fund 
to assist insolvent States is consistent with the objectives of the pro- 
gram and should contribute to its financial solvency. They do not 
federalize the program; rather, they help the States exercise a greater 
measure of responsibility. 

We feel that the second feature of the bills, the earmarking of Fed- 
eral unemployment-tax receipts for unemployment-compensation pur- 
poses, is a step in the right direction. Many States will receive in 
return money which they do not now get; these excess tax collections 
at least will be available for unemployment-compensation purposes. 

However, we commend to your favorable study and consideration 
the eventual 100-percent offset of all employer unemployment-compen- 
sation taxes except to the extent necessary to finance a loan fund such 
as provided in these bills. 

Thank you for the opportunity to present our views. 

Mr. Mason. Are there any questions? 

If not, we thank you, Mr. McClellan, for that statement. 

Mr. Mirus. Mr. Chairman, there might be some questions except 
for the lateness of the hour and the witnesses to follow Mr. McClellan. 

Mr. Mason. We thank you, Mr. McClellan. 

Mr. McCrietian. Thank you, sir. 

Mr. Mason. The next witness is Mr. Robert B. Martin, on behalf 
of the Illinois State Chamber of Commerce. 
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STATEMENT OF ROBERT B. MARTIN, TREASURER, KABLE NEWS 
CO., MOUNT MORRIS, ILL., ON BEHALF OF THE ILLINOIS STATE 
CHAMBER OF COMMERCE 


Mr. Marrixn. Mr. Chairman, I have already filed a statement, but 
1 would like to submit a few more points, if | may. 

Mr. Mason. Very well. 

Mr. Martin. My name is Robert Martin. I am treasurer of Kable 
News Co., Mount Morris, Il., and my company employs ap yproximately 
175 peop sTe and is engaged in the nationwide distribution of magazines 
and periodicals. We are a member of the Illinois State ¢ ‘hamber of 
Commerce, and for the past 6 years I have served on its social-security 
committee. 

The Illinois State Chamber of Commerce is a statewide Civic asso 
ciation with a membership of over 10.500 business and professional 
people from 506 Illinois communities. 

Its membership comprises men from all types of business, ranging 
from small retail and service organizations to large manufacturers 
and its 71-man board of directors is representative of this membership 

The social-se¢ urity committee Is compl ised of 69 business and pro 
fessional men from all parts of Illinois. This committee develops pol- 
icies and suggests programs of action which must be approved by the 
board of directors. 

Your committee has been furnished copies of a prepared statement 
on H. R. 3530 and H. R. 3531. I do not intend to re: ad the statement 
at this time nor present a lengthy discussion pointing out why we 
are requesting that you give favorable consideration to this legislation. 
That is included in the prepared statement. 

However, | would like to mention the basis for our position, the 
reasons Why businessmen in I]linois believe the present system of un 
employment compensation administrative fir ancing should bi 
changed. 

Our reconunendation is based on the concept that. as a democratt 

ation, we should have strong local and State governments and the 


} | 


east’ possi Je concentration and centralization ol power In Wash 


neton. 
We believe that each State is capable of administe1 Ing the employ 


Ment-security program. 

Asa matter of fact, we feel certain they could do it most efficiently 
and economic: lly. The citizens of each State have a better opportu 
hity to observe State operations of this program and thus have a more 
effective voice in its administration. 

It is fundamental that when the Federal Government provides the 

ds, it is obligated and must necessarily direct how the money is to 
be spent. eventually, that could lead to more and more direction 
from the Federal Government. 

Thus, we would like to see each State collect enough in the payroll 
tax to pay for its own employe nt sec urity progr: im administration. 
H. R. 3530 and H. R. 3531 provide a step in that direction. They 
would insure that if the State administration had collected more than 
the Federal Government appropriated for its administration, a part 
of the excess collected would be returned to the State. It could use 
these extra funds to prov ide services and develop projects it deemed 
essential to efficiency. 
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In speaking of the excess-tax collections, I cannot help but join in 
the criticism so widespread and prevalent, over the “profit” the Fed 
eral Government has made on this payroll tax. Iam not certain as to 
the amount of the “profit,” since enactment of the law. You probably 
have, or will, receive testimony setting this amount of anvwhere from 
4750 million to $1.250.000.000, : 

As mentioned in my prepared statement, our State administration 
reports that for the fiscal year 1952, Illinois employers contributed, 
under the three-tenths of 1 percent administrative tax, $19,559,000. 

Exclusive of postage, our administrative exXpense for that same 
period was $9,103,000. 

You can readily realize, that we, as employers, feel that this >10 
million should have been returned to Illinois. We have even greater 
cause for concern when we consider that since enactment of our Lhinois 
Unemployment Compensation Act in 1937, this Federal “profit” 
amounts to over $100 million from [}linois employers alone. 

We are in accord with the provisions in these bills setting up 4a 
“States’ reserve account.” of $100 million for use as loans to States 
if their reserve funds become dangerously low. As this money would 
have to be repaid by the States, we are net concerned that it would 
build up a Federal centralization of power. it would be quite a 
ditterent proposition if this money were given to the State. Ifa State 
received this money as a gift, it would have every right to expect that 
the Federal Government would control its own program. 

Because H. R. 3530 and H. R. 3531 would eliminate the Federal 
“profit” from administrative tax and return the excess to the States 
and would relax “purse string control” over State administration, we 
believe they would prov ide for a sounder unemploy mient compensation 
program and urge that you give them your favorable consideration. 

Mr. Mason. Thank you, Mr. Martin. 

Your prepared statement will be inserted in the record, without 
objection. 


(The material referred to follows:) 


STATEMENT ON House BILLS 3531 AND 3530 By Mr. Ro r ik. MARTIN. TR LER 
KABLI News Co., Mounr Moris ILt., ON BEMAI Ol rH ILLINOIS STATE 
CHAMBER OF COMMERCE FOR THE Hlousk WaAys AND MBANS COMMUI?PTE! 

My name is Robert Martin Iam treasurer of Kable News Co., Mt. Morris, I] 

My company employs approximately 175 people and is engaged in the nationwide 


distribution of magazines and periodicals Weare a member of the Illinois State 
Chamber of Commerce and for the past 6 years | have served on its social security 
committe 

The Illinois State Chamber of Commerce is a statewide civic association with 
a membership of over 10,500 business and professional people trom 306 L[llinois 
comlnunities Its membership comprises men from all types of business, ranging 
from small retail and service organizations to large manufacturers and its 71- 
man board of directors is representative of this membership. The social security 
committee is Comprised of 69 business and professional men from all parts of 
Illinois This committee develops policies and suggests program of action which 
must be approved by the board of directors 

During the past 8 years, this committee has studied, researched and discussed 
the principles as well as the practical operation of Unemployment Compensation 
We believe unemployment compensation fulfills an important function in our 
society It must be properly balanced and conceived as an insurance program 
to meet emergency unemployment as a catastrophic provision but it mInust be 
administered efficiently and carefully so that it will always meet public approva 
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Our committee has been particularly concerned with the problem of Federal-State 

relations in this program. It is our firm conviction that we will have a better 

balanced unemployment compensation program, one that is more effectively and 

efficiently administered if all States can adjust their laws and administer them 
dependent of Federal intervention 


Our present system of financing administration of unemployment compensa- 


tion and the employment services creates a division of authority and responsi- 
bility Che States must administer their respective laws but the Federal Gov- 
| ent is the authority to determine how much money each should have to 
lo the job and on what projects the fund will be expended Thus, directly, the 


Federal Government can dictate how the law should be administered—what it 


eves to be proper administratio Che State legislatures who have written 
i do not have the responsibilit o provide any of the funds fo1 their 
d tration. We have confidence that the State administrators and the 


State legislatures can and will continue to develop a sound employment security 





program without direction from the Federal Government 
The Illinois State Chamber of Commerce firmly believes that complete cen 
n of powes in the Federal Government is a most serious t to our 
lemocrat syste! Our sot security committee thus has concerned itself 
vith the threat of complete federalization of the unemployment compensation 
program It is for that reason that we asked to testify on behalf of H. R. 3551 
id R. 35350 In our estimatio these bills would ease the Federal Govern 
ment’s control over unemployment compensation, and thus we ask your favorable 
con era m of them 
ADMINISTRATIVE FINANCING 


One of the most prevalent and justifiable criticisms of Federal unemployment 








mpensation operation relates to the profits the Federal Government has made 
tro the three-tenths of 1 percent idministrative tax collected from all covered 
emplovers Though this tax was levied cific purpose of financing 
adm stration of the e1! pioyment set ('¢ the over S1 billion excess 
lected from the States and not returned to them has been spent as general 
enue without any earmarking whatsoever. We believe it is generally agreed 
t} here 3 no justification for ving general expenses of Government from 
receip f this payroll tax 
H. R. 3530 and H. R. 3531 would, in a large measure, correct this indefensible 
heck etic These bills provide that a “Federal unemployment account” 
{ be set up fro hich States would receive the funds for administering 
r ¢ OV nt se Vy programs and then ceive share in the distributive 
ba e which the ould use for lditional administrative financing Such a 
Dro on Ww ld insure that the Federal payroll tax of three-tenths of 1 percent 
d f >to meet the general expr es of Government 
HH ever, believing that ea State could and should finance administration 
rogram, we would recommend that consideration he given to pro 
viding in this legislation that each Sta‘e operate on the receipts of its own admin 
rative If each State would shoulder its own burden of administrative 
expense, there ild be a ore efficient administration of the programs through 
ca ntré In returning the distributive balance to the States, it seems only 
f hat ce a State has heen appropriated 100 percent or more of the 
t ollected for administrative purposes, that State should not share in the 
dis butive balan 
Since 1938S the excess of tax collections from Illinois employers over the amount 
returned to our State amounts to over $100,000,000 lor the fiscal year ending 


I 
June 30, 1952, Illinois emplovers contributed. under the three-tenths of 1 percent 


idministrative tax, $19,559,000 Administrative expenditures, exclusive of post- 
ive, for that sume period amounted to $9,103,000 Thus we wonder why Con- 
eress has not already provided us with some method of recouping at least a part 
f this . 

We are tirmly of the opinion that, within a set of very minimum Federal stand 
irds, the States should operate their employment security programs independent 
of Federal control To us, the final answer to this would be elimination of the 
Federal unemployment tax with each State collecting its own funds for benefits 
ind ad strutive expenses In this manner, the agency that spends the money 
has the responsibility of collecting it through taxation 
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ADVANCES TO STATE UNEMPLOYMENT FUNDS 


We believe that the provision in this legislation providing an underwriting 
fund to insure the solvency of the State unemployment compensation programs 
is desirable and essential. It will safeguard the State systems and provide funds 
for States with dangerously low reserves without attendant Federal control. 

Building a “States reserve account” in the Federal unemployment account 
from proceeds of the three-tenths of 1 percent tax on employers is a justifiable 
use of revenue from this payroll tax. 

Advances to the States should be repaid We cannot agree that a State 
should receive a grant or gift from the Federal Government if, for unsound or 
sound reasons, it has not prescribed and collected under its own law, suf 
ficient taxes to pay the benefits in accordance with the provisions of the law it 
has enacted. Gifts from the Federal Government which, of course, is money 
collected from all the States—the Federal Government acting as a disbursing 
agent—must carry with them some strings attached. Such a provision brings 
more Federal control. The repayable loan features of H. R. 3530 and H. R. 3531 
relaxes this Federal control 

These bills also provide a sensible and not too stringent method for repayment 
The States are allowed 2 years to initiate an increase in employers taxes in 
addition to the increase that no doubt would occur during that 2-year period 
under the experience rating provisions of their laws. Also, the Federal Gov 
ernment will collect additional Federal taxes through reduction of the 90 percent 
offset for employers in States with unreturned balances on two consecutive 
January firsts. Thus, tax rates in excess of regular contributions would be 
raised in line with improving business conditions and at a time when taxable 
payrolls through increased employment had risen 

This repayment provision also insures that the States will attempt to operate 
their unemployment compensation programs on a sound and efficient basis. To 
do otherwise would cause increased taxes both at the State and Federal levels 
It would not allow for shifting the responsibility of the cost of unwise and in 
efficient State operation to the Federal Government 

We hope that you will consider H. R. 3530 and H. R. 3531 favorably as a step 
in the direction of returning to the individual States, the responsibility and 
authority for developing a sound employment security program—an accom 
plishment they are best qualified to make. 


Mr. Mason. The next witness is Mr. Zucker who found it impossible 
to be here. He has sent his statement, however. 

Without objection, the statement will appear in the record at this 
point. 

(The matel ial refe) red to follow S:) 


COMMERCE AND INDUSTRY ASSOCIATION OF NEW York, INC., 
Vew York, N. Y.. ipril 9, 1953 
Hon. DANIEL A, REED 
Chairman, Committee on Ways and Means, 
House of Representatives, Washington, D.C 
DEAR CHAIRMAN Reep: The Commerce and Industry Association of New York, 
Inc., favors the enactment of H. R. 8530 and 3531, relative to the financing of 
administrative costs of unemployment insurance 
Presently the Bureau of Employment Security has the responsibility of grant 
ing to each State through the collection of the three-tenths of 1 percent collected 
by the Federal Government from employers of S or more, the amounts it deems 
necessary and proper for the administration of the State unemployment insurance 
administrative expenses Kor years the collections by the Federal Government 
llocated to the States for administrative pur 
poses, with the result that the State administrators have been forced to come to 
Washington with hat in hand for necessary funds to carry out the State programs 
as determined by the individual State legislatures The balance of the unallo 
cated sums remains with the Federal Government and this has amounted to more 
than a billion dollars 


have far exceeded the amounts al 





In making these advances to the States the Bureau of Employment Security is 
instructed by Congress to take into consideration: (¢) The population of the 
State, (b) the number of covered ¢ Inplovees in the States. (¢) such other factors 


as the Bureau of Employment Security deems relevant 
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In the granting of the sums for administrative expenses the Bureau of Employ- 
ment Security obtains the requested estimates from each State, revises these 
requests, submits them to the Bureau of the Budget which makes further revi- 
sions, and then submits them to Congress for its changes. The resultant appro- 
priation is seldom realistic in the light of the needs of the State administrator. 

When the New York law was changed extensively in 1951 by the legislature, 
ifter prolonged studies and hearings on what was needed to promote better 
operation of the unemployment-insurance law and new administrative tech- 
niques and procedures introduced, it was necessary for the State agency to come 

the Bureau of Employment Security to justify each administrative operation 
in order to obtain funds to put the law into effect. Thus the Federal Govern 
ment by purse-string control is able to determine the manner in which the law 

to be administered and thus have effective control over internal policies and 
programing 

Some administrators of the State programs have protested year after year 
that Federal grants have been inadequate and unrealistic. The basis for the 
States complaint has been lack of fiscal planning, restraint, and inflexibility in 
the use of funds for varying conditions, and Federal failure to recognize the 
need for investigatory services. It is thus inevitable that an arrangement where 
by the State legislatures determine the content of the unemployment-insurance 
laws—the governors administer these laws while the administrative funds are the 


full responsibility of the Federal Government which determines the amounts and 
the manner in which the moneys are to be spent—is found to create friction. 


Federal administrators have long admitted this defect. Public criticism leveled 
it responsible State authorities continues yeur after year as a result of the in 
ability of the States to (a) police payments fully; (6) provide extra staffs 
periods of sudden and large layoffs so that claimants may be paid their 
benefits promptly and properly: and (¢) set up appropriate disbursement con- 
trols. While the taxes levied for administrative purposes have been drained 
off for other activities of the Federal Government, failure of Federal authorities 
to provide funds enough for proper claims’ examination and tax delinquency con- 
trol has forced what appears to be laxness and gross misfeasance on the part 
of State officials 

Within the broad framework the States have considerable latitude in setting 
up the type of law and the pattern of administration they may desire. This is, 





n actuality, the classic example of buck-passing in the Federal Government. 
Duration of benetits, amount of eekly benefits, liability and disqualifications, 
ete., are almost entirely within the States jurisdiction The States, however, 


have no comparable latitude in administering the laws which they have been 
privileged to frame. Rather, they are called upon to administer their unemploy- 


ment compensation laws with such funds as are deemed necessary by the several 
igencies hich may and do disagree among themselves 

The bills before you for consideration have the support of the interstate con- 
ference of employment security agencies. The bills go a long way toward giving 


the State agencies a more effective say in the disposition of funds for adminis- 
trative purposes and removes the Federal Bureau from interfering in State 
programs. We should remember that these sums, when received by the States, 
are generally subject to State budgetary and legislative control, so there is little 
chance that the State agency is being given a blank check. These bills place re- 
ty for the program, its administration, and the budgetary control and 
financing in the States where it belongs 

In these bills there is a genuine effort to keep the role of the Federal Gov- 
ernment to a minimum. Furthermore, the bills set up a revolving fund from 
which the States can draw amounts of money to aid their individual trust funds 
in time of need 

The role of the Federal Government in unemployment insurance should be 
kept to a minimum. The bills do exactly that and do not permit the Federal 
Government to interfere with the State programing and financing. 

i would greatly appreciate it if you would make this statement part of the 
record of the hearings on these bills which are to commence on April 14. 

Sincerely yours, 


sponsibili 


THOMAS JEFFERSON MILEY, 
Executive Vice President. 


_ 


Mr. Mason. It has been requested that 7 days be granted in which 
material relative to the testimony may be received for insertion in the 
printed record. 


ha 
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Without objection, that will be permitted. 

Mr. Curtis of Missouri. Mr. Chairman, I would like to put in the 
record at this point a statement from the Missouri State Chamber of 
Commerce, forwarded to me by Mr. John R. Thompson, executive 
vice president. 

Mr. Mason. Without objection, it is so ordered. 

(The statement referred to follows.) 


MIssouRI STATE CHAMBER OF COMMERCE, JEFFERSON Crtry, Mo., STATEMENT IN 
Support oF H. R. 3530 AND H. R. 3531, EARMARKING THE FEDERAL UNEMPLOY 
MENT TAX 


FEDERAL MISUSE OF UNEMPLOYMENT TAXES 


When Missouri employers pay the three-tenths percent unemployment 
compensation tax to the Federal Government, they would like to feel that it will 
be used to give them and their employees a good unemployment-compensation 
system—they were led to believe that this was the purpose of this tax. Sut, this 
is not what the Federal Government has done with their tax money. 

For the fiscal years 1988S through 1951 the Federal Government collected over 
$52,754,000 in unemployment taxes from Missouri employers alone, but returned 
only $25,306,000 to Missouri for administration of the State unemployment 
compensation system according to the United States Bureau of Employment 
Security figures. This is just 48 percent retura of what Missouri employers paid 
the Federal Government. Only five States received back a smaller proportion 
than did Missouri. But, for all States the percentage of return was only 56.9 
percent. Over a billion dollars of the employers’ unemployment tax money has 
been used by the Federal Government for purposes other than the administration 
of unemployment compensation, 

The provisions made in H. R. 3530 and H. R. 3581 for allocation of the surplus 
if the Federal unemployment-compensation-tax funds back to the States would 
not entirely remove these inequities, but it would be a step in the right direction 
This bill would still leave the Secretary of Labor free to distribute these funds 
among the States in a discriminatory manner and spend a great deal of it himself 
directly. It also would not allocate the entire surplus back to the States entirely 
on a basis of what the employers of the State paid in Federal unemployment 
taxes. The only completely equitable answer to this situation is for all unem- 
ployment-compensation taxes to be collected and spent by the States with none 
of the funds going to Washington. Nevertheless, the allocation provisions of 
H. R. 3530 and H. R. 3551 are definitely a step in the right direction, 


LOANS ARE PREFERABLE TO GRANTS 


H. R. 3530 and H. R. 3531 make definite provision for repayment of loans 
advances to States, whose reserves are depleted which is certainly preferable 
to the free grants. The H. R. 3530 and H. R. 3531 provisions would seem to have 
certain advantages over the now expired George fund, which despite cries that 
several State systems were on the rocks was never needed even by these few 
States. Certainly, Missouri with a reserve of over $220 million has no foreseeable 
need for either loans or grants. 


Mr. Mason. The committee stands adjourned until 10 o’clock 
tomorrow morning. 

(Thereupon, at 3:35 p. m., the committee recessed to reconvene at 
10 a. m. Wednesday, April 15, 1953. 
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WEDNESDAY, APRIL 15, 1953 


House or Representatives, 
COMMITrEE ON Ways Ano MEANS, 
Washington, D.C. 

The committee met at 10 a. m.. pursuant to the terms of the previous 
adjournment, in the main hearing room of the Committee on Ways 
and Means, Hon. Daniel A. Reed (chairman) presiding. 

The Cuamman. The committee will come to order. 

The committee is ready to resume the public hearings on H. R. 3530 
and H. R. 2261. The first witness we are scheduled to hear this 
morning is Mr. Andrew J. Biemiller, American Federation of Labor. 

Before we begin the testimony, I would like to welcome on behalf 
of the committee, a group of constituents of our colleague, Congress- 
man Abbitt, of Virginia. This group is composed of the American 
history and Government classes of the Suffolk (Va.) High School. 

We are very pleased to see you here taking an interest in govern- 
ment in actual operation. 

The first witness, Mr. Biemiller, will now appear. 

Of course, we know you well. We welcome you here, and we ass 
you to give your name and the capacity in which you appear for the 
record. 


STATEMENT OF ANDREW J. BIEMILLER, MEMBER, NATIONAL 
LEGISLATIVE COMMITTEE, AMERICAN FEDERATION OF LABOR 


Mr. Bremitier. Thank you, Mr. Chairman. 

Mr. Chairman, my.name is Andrew J. Biemiller. I am a member 
of the national legislative committee of the American Federation 
of Labor. I am appearing for the federation in support of H. R. 
2261 and in opposition to H. R. 3530 and H. R. 3531. 

The American Federation of Labor has a standing committee on 
social security appointed by President George Meaney. It is the 
responsibility of this committee to review all matters of policy in the 
field of the social insurances and to make recommendations with 
respect thereto. This committee is composed entirely of elected offi 
cers of the federation and its affiliates. The chairman is Mr. William 
F. Schnitzler, who is also secretary-treasurer of the American Fed- 
eration of Labor. The other members are: Mr. James A. Brownlow, 
president of the metal-trades department; Mr. Gordon Chapman, 
secretary-treasurer of the State, County, and Municipal Employees’ 
Union; Mr. William H. Cooper, secretary-treasurer of the Building 
Service Employees’ International Union; Mr, George Q. Lynch, 
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ee = the Pattern Makers League; Mr. J. Scott Milne, secre- 
tary of the Electrical Workers Union; Mr. Lee W. Minton, president 
of the Gla ass Bottle Blowers’ Union; and Mr. Matthew Woll, who is 
second vice preside nt of the American Federation of Labor. 

This committee met on Wednesday, April 8. and had before it the 
legislation now under consideration by the Committee on Ways and 
Means. The position represented in this statement was based on the 
review of this legislation by the social- security committee and rep- 
resents the position of the committee. This action was a reaffirmation 
of positions repeatedly taken by conventions of the A. F. of L. and 
specifically expressed in a declaration by the 71st convention in New 
York last September. 

Lhe purposes of H. R. 3530 and H. R. 3531 have been presented as 
designed “to make the act more sound and more stable than it is” and 


“to improve and strengthen the nationwide Federal-State employ- 
ment-secut ty system.” Certainly no one can quarrel with these 
vorthy objectives. The American Federation of Labor has from the 
earliest days of the employment-compensation program, and going 


hack to the enactment of the W loner Pey ser Act 20 years ago, con 
sistently supported adequate unemployment insurance and the public 
employment-service program. Efficient and well-coordinated admin- 
istration of these programs have at all times had our active support and 
received our cooperation, both through the national office and through 
our branches in the various States and cities of the Nation. Our anal- 
ysis of these bills, however, leads us to the conclusion that the proposals 
contained in them, if enacted into law, would not in fact pearitae 
either to stability or to a strengthening of the Federal-State system. 

With the enactment of the Wagner-Peyser Act in 1933 and the 
Social Security Act 2 years later, it was recognized by Congress that 
the Federal Governm nt had a very definite area of responsibility in 
the program desigued to cope with the problem of unemployment. 
The Social Security Act recognizes that this is a responsibility shared 
by the Federal Government and the various States. Within certain 
areas, the portion of the responsibility that properly belongs to the 
States and that which rests properly with the Federal Government 
have been a subject aoe some disagreement among the various interests 
concerned. However, it has consiste ntly been recognized by the Con 
gress that in two areas, by their very nature, the primary respon- 
sibility rested with the Federal Government. 

The first is the responsibility for assuring that a number of mini- 
mum standards governing the operations of the program are applicable 
to the systems within all of the States. The second, which relates 
more directly to the proposals you now have under consideration, is 
the responsibility for collecting, evaluating, and coordinating the 
estimate of administrative expenses necessary for the efficient admin 
istration of the program by a department of the executive branch. 
The Congress, then, quite properly, reviews these estimates and appro- 
priates the amounts which in its judeme nt are necess: ry for the proper 
and efficient administration of the nationwide program. 

The aaail before you, in H. R. 3530 and H. R. 353 reduced to its 
simplest terms, pro ides that, after the State agencies have made their 
submissions of need and after these have been reviewed and analyzed 
by the Secretary of Labor and after they have been further screened 
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by the appropriate committees of Congress and the Congress had 
made its final determination as to the amounts of money necessary 
for the proper and efficient administration of the program, certain 
additional funds shall be distributed to the States, portions or all of 
which can be used at the discretion of the States for the identical 
purposes for which Congress has also ap propriated funds. 

Several references are contained in H. R. 3530 and H. R. 3531 to the 

‘general and established fiscal procedures of a State” by which the 
States can determine the uses to which dan acdc itional funds can 
be put. It is not exactly clear what this phrase means, but the infer- 
ence would seem to be clear that by failing to provide specifically 
that the funds shall be allocated by enactment of the State legisla 
tures. It is intended that at least in some States these additional 
funds will be available by administrative allocation by the State 
agency for the same purposes for which the Congress has already 
made its determination with respect to the amounts of funds neces- 
sary. We fail to see why such a “double decker” method of providing 
in effect duplicate procedures for the appropriation of funds for the 
same purpose can in any way contribute to the stability of the program 

‘to the strengthening of the Federal-State relationship. 

Ww hat is the inference to be drawn from such a proposal? Tt would 
seem clear that, in the opinion of some person or persons, neither the 
Secretary of Labor nor, more significantly, the Congress of the United 
States had sufficient wisdom or judgment to determine the amounts 
necessary for the proper and efficient operation of the employment- 
security program. For, again reduced to its simplest terms, this bill 
provides that, after these determinations have been made at the Fed- 
eral level both by the executive branch and by the Congress, additional 
amounts shall be made available for administering the program in 
accordance with needs to be determined by the superior wisdom of the 
directors of the State agencies without the necessity of further review 
by the elected representatives of the people either in the State legis 
latures or in the national Congress. ‘This represents a degree of 
bureaucracy without precedent in our national history. 

The American Federation of Labor does not share the view that 
the Congress, assisted by the executive branch, is incapable of making 
these determinations as to the amounts of money needed for the suc 
cessful operation of the program. We do believe that, by the very 
nature of the program, the final determination with respect to appro 
priations is properly a decision to be made by the National Congress. 
This is because administrative costs do not always bear a direct rela 
tionship to the size of a program within a State. In this program, as 
with many operations of both a public and private nature, the opera 
tions up to a point can be conducted with a diminishing cost per unit. 
There may be a high unit cost for the operation of an office in a remote 
place covering a wide area, but that does not mean that the services of 
that office are not just as important to both employers and wage 
earners in that area as they are in another area where the volume of 
work performed permits a lower unit cost. The distribution of these 
different types of office operations is uneven as among the various 
States, and allocations of funds, therefore, cannot possibly be made 
with a strict observance to the ratio of the number of individuals 
served by the various offices. Incidentally, this basic principle is total- 
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3530 and H. R. 3531. 

We have no quarre!] with the proposal to make available to the 
rogram all of the money collected by the Federal Government under 
1 unemployment tax. A proposal to provide that all the funds col 

lee ec ( er th S tax she ild be a rected to that el dl would have our 

Ipport All of the nmounts. however. rather than a mere 2O percent 

of then . for a limited time should be made available through a pooled 
r of the State funds and with proper sate 


ly disregarded in the allocation of residual funds proposed in H. R. 


fund for the underwritn 


< 


cwuards that would prevent there being a premilunt on drawing uponu 


{ fund by a State 
In th respect 1€ 18 to be ioted that eve the 20 percent of the residual 
funds allocated to the Federal unemployment account, as provided in 
H. R. 3530 and FH. R. 3531, until such time as the total of the fund 
each the level of S100 million, is not under the provisions of these 
lls made available { the States under condit ons condueive to the 
( OD tora table pre Pram. 
I th rst place, the funds are to be loaned to the States when the 
ssi es rovide evidence of eed, State funds can be depleted ob 
ult to either of two causes: (1) A heavy requirement 
for the payment of benefits due to high unemployment: or (2) insuffi 
cent enue. Phere O provision in the proposed legislation re 
quit oa State to meet : tandard with respect to its tax rate in 
order for it to become eligible for a loay Phe only requirement made 


ipon the State for the repayment of the loan is one reducing by 5 
percent the amount of offset against the 3 percent unemployment tan 


on each consecutive January | on which a loan balance remains un 
paid 
Ii ftes vears experience With the operation of the Federal-State 
tem has clearly demonstrated that the load of periodic unem 
piovinn does not fall ean Hy uong the several States There have 
e unber of sharp peaks of unemployment recurring within a 
ted number of States and. asa result. these States have « xperienced 
( e heavy demands upon their reserve funds. Obviously these 
ire the States which would be most ] kely to be in the need of these 
loa \n essential part of a Federal-State unemployment insurance 
prog) in should be a Pprovisiol tO spreading the burden of unemploy- 


ment, since surely no element of fault or blame can be attributed to 
the States where unemployment has fallen most frequently and with 
ihe severest burda hh. Ti e recognition of this essential principle of 
spreading the costs among the States through a reimsurance fund 
would call for the allocation of those portions of the revenue from the 
unemployment tax, not appropriated by Congress for administrative 
purposes, to a fund from which erants rather than loans could be 
made to the States on condition that the State had done its full shure 
rv collecting the full tax contemplated in the original Unemployment 
Insurance Act. For the purposes of reinsurance, grants are better 
than loans since the States experiencing a chronic depletion of their 
funds will be the least able to pay back the loans. 

To meet the demonstrated needs of the system, then, we would 
propose the estal lishment ot the national fund consisting ot the full 
amount of tax collected by the Federal Government and making that 
fund available for grants to the States under conditions and safe- 
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guards along the lines we have suggested. The provisions of H. R. 
2261 introduced by Mr. Forand meet these objectives in a most con- 
structive manner, since the amendments to the presently expired 
title XII of the Social Security Act would make funds available to 
States actually in need, but with safeguards which would prevent 
irresponsible demands on the reinsurance fund. If, however, it is the 
purpose of the Congress to maintain as nearly as practicable the status 
quo with respect to the Federal-State relationship in this field until 
the whole broad subject of Federal-State programs is reviewed, as we 
understand is now under consideration, the simplest immediate re- 
medial action would seem to call for the reenactment of title XIT. 
The American Federation of Labor is prepared to support such action 
as an interim measure. 

We are informed that a number of directors of State unemployment 
compensation agencies have urged the enactment of H. R. 3530 and 
H. R. 3531. We respectfully suggest that this committee examine 
carefully the role in which these State administrators have appeared. 
Are they truly re presentative even of their respect ive States, and are 
they representing all the States? 

There is in this city an organization known as the Unemployment 
Benefit Advisers, Inc., which has its headquarters at the Washington 
Hotel. An examination of the records filed under the Lobbying Act 
will indicate the interests which support this organization. We do 
not for a moment take the position that those who support this or- 
ganization do not have a right to present their point of view and their 
interest—including their direct financial interest—in the legislation 
you now have before you. Their right to present their view is the 
same as ours. We do feel, however, that what a group of employers 
feel to be their direct interest in this legislation should be presented 
to you clearly and openly for what it is and that the directors of 
State agencies should not be used as a front for presenting the program 
of a special interest. 

We feel that your committee has a right and a duty to examine 
whether there is a tie-up between the Unemployment Benefits Advis 
ers, Inc., and the Interstate Conference of Employment Security 
Agencies, and whether those who purport to represent solely the 
interests of the State agencies are not in fact representing the interests 
of this corporation and its financial backers. I suggest that the com- 
mittee, in evaluating the testimony presented by the State directors, 
inquire as to whether in fact, some of their testimony was not actually 
prepared in the W ashington Hotel. 

Today we are again facing a possible shift in line by the Kremlin. 
What the immediate design of the Communist plotters is has not yet 
been revealed. We can be certain, however, that there is no change 
in the long-term objective of undermining our own country and its 
institutions by any scheme and tactic that offers promise of effective 
ness at the moment. One day it may be by overt — ary aggression 
in some remote and unprotected area—another day it may be by a 
“peace offensive” designed to throw our economy off ions e. 

But whatever the immediate tactic of the day, we need be strong 
both militarily and economically. A change in strategy by the Com- 
munists may call for rapid shifts in our internal economy. Any 
changes in our economic defenses at home may well result in temporary 
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dislocations in employment. These cannot be foreseen in detail— 
but, overall, they call for a strengthening of our Federal-State unem- 
ployment insurance program. H. R. 3530 and H. R. 3531 would impair 
the effectiveness of the program by disturbing the relationship between 
the Federal Government and the States at a time when it needs most 
to be strengthened. The objectives claime ‘ for these bills can in fact 
be achieved through the enactment of H. 2261, and we therefore 
respectfully urge that the Committee on Ware and Means report 
favorably on this bill to the Congress. 

Mr. Mason (presiding). Mr. Biemiller, that is the end of your state- 
ment ¢ 

Mr. Bremiuurr. Yes; it is, Mr. Chairman. 

Mr. Mason. Would you say, Mr. ees that it would be a fair 
statement to make about the Mills bill, or the Mills-Mason bills, that 
they seek to give the States a little more say-so in how the money 
that is being collected for unemployment compensation shall be handed 
out and used? 

Mr. Bremitter. I think, sir, what the bills do in effect is to rebate 
to the States a certain percentage of the 0.3 percent Federal tax, and 
leave to their discretion the use of that money, whether it shall be 
used for administrative or benefit purposes. 

Mr. Mason. Does that not give the States a little more say-so in 
how this money is to be spent ? 

Mr. Bremitier. It has long been our opinion, as you know, Mr. 
Mason, that there is need for Federal regulation of certain minimum 
standards in this field, and we believe that the present procedures by 
which the Department of Labor and the Congress keep a check upon 
certain activities of the State funds is a wise one, and we believe that 
your bill would weaken those necessary checks that are now in effect. 

Mr. Mason. If the bill gives the States a little more say-so in how 
this money shall be spent and takes a little bit of the power away from 
the Federal Government to spend it as the Federal Government sees 
fit, as it has been spending it, for current expenses, when it was col- 
lected for unemployment compensation, would you not say that would 
be a step in the rights direction ¢ 

Mr. Bremitier. No; we believe the step in the right direction, as I 
stated in my testimony, is to set up a separate account for these funds. 
I believe on that point there is no quarrel from anyone who has testi- 
fied or will testify before this committee today. But we do not be- 
lieve that these funds should be reverted, and in some cases not to the 
States to use in their wisdom, but to the directors of the unemploy- 
ment compensation funds in the States to use in their wisdom. As I 
pointed out in my testimony, you think you would create a type of 
bureaucratic action that is without precedent in our country. You 
are going to permit in seven States the directors, or the commissions, 
to draw on these funds, without any legislative action whatsoever, in 
excess of the amounts of money which the Congress, in its wisdom, 
has felt was necessary for the adequate administration of these acts. 

Mr. Mason. Of course, if the State legislatures place the power in 
the hands of the State director of unemployment compensation the 
full power to handle the funds, that, then, is the fault of the State 
legislature, and it is a remedy that the States have within their own 
powers to correct. 
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Mr. Bremitier. That is correct. But we are querying whether it 1s 
« wise decision on the part of the Congress to permit, after it has care 
fully checked and rechecked the opinion of the Department of Labor 
as to what proper administrative costs are—to then pe rmit a director 
of a State fund to simply draw, willy-nilly, upon the moneys that you 
are turning over to the States. 

Mr. Mason. The money, in the first place, was raised for unemploy- 
ment compensation, definitely, every penny of it. The tax was specifi- 

cally for that. ‘The net result over the past 14 or 15 years has been 
chat the Federal Government has received approximately three-quat 
ters of a billion or a billion dollars, which it has not used for this pur 

pose, but has used for current expenses. And now this bill says, In 
wtead of doing that, from now on, whatever surplus there is over 
administrative expenses, you shall send back to the States to be used 
for unemployment compensation. 

Mr. Bremitier. With your basic objective of segregating the funds, 
l repeat, we are in agreement. 

Mr. Mason. Why have not your organizations advocated that over 
these 14 years when these three-quarters of a billion dollars have been 
used for other purposes ¢ 

Mr. Bremitier. We have never had any quarrel with segregating 
these funds. 

Mr. Mason. You have never advocated it. The administration 
down here in Washington has never advocated it up until lately, when 
it was brought to their attention. 

Mr. Breminier. Regardless of what the past legislative history may 
be, I repeat that we have no quarrel with setting up a fund. 

Mr. Mason. I think everybody agrees that that money, collected for 
that purpose, should go for that purpose and for that purpose only. 

Mr. Bieminier. I think that is true. The question then becomes one 
of how you administer the funds. 

Mr. Mason. Any questions / 

Any questions on this side? 

Mr. Mitis. Mr. Biemiller, I would not quarrel with anyone’s posi 
tion that any — of money which are used for administrative 
purposes, either by these _ isi-State-Federal agencies, or Federal 
agencies exc lusively, should be carefully scrutinized and appropri 
ated. I can understand arguments to justify that position. 

This money, however, would not all be used, as you atte mpt to por 
tray, for administrative purposes. It would be placed in the fund, 
which is here in Washington—is it not /—for each State. 

Mr. Bremitier. That is correct. 

Mr. Miuus. It would be pl aced here. So that the money would not 
be sent down to Little Rock in my State, as some might vather from 
what has been said, to be handled by a State administrator, without 
any restraint at all. There are existing laws that provide for orderly 
methods of taking money from any of the States trust funds now, so 
that the money which this bill would place into the trust fund would 
have to come out in accordance with the existing law permitting 
moneys there now to be used. 

Mr. Bremitier. You will recall, Mr. Mills, that yesterday, in an 
exchange between one of the witnesses and Mr. Forand, of Rhode 
Island, this question came up, and I immediately telephoned to our 
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research staff, in our social-security department of the A. ‘, of L., 
and asked them to examine this matter, and I would li ae 
very briefly what our feeling is on this question. 

Mr. Mus. I would like to have that information. 

Mr. Bremitier. The attac ig its from the lnws of seven States 


contain provisions, in somewhat similar language, authorizing State 
agenc ie s to req ition mone ys eore the une mi} yloyme nt trust fund mM 
the United States . ee “SUry for administr: ative purposes provided the 
Federal law is amended t ) permit use of unemp yloyment trust fund 


moneys for ptniddeative purposes—which is the purpose of the 
Mills-Mason bills. 

At present . Federal le o7islation forbids the use of mone ys withdrawn 
from the unemployment trust fund for any purpose other than benefit 
payments to unemployed workers. Under the Mills-Mason bills, a 
new account would be set up in the unemployment trust fund composed 
of the surplus of unemployment trust fund receipts over administrative 
grants; a portion of this surplus from 80 to 100 percent- -would be 
distributed to the States to meet Siac or benefit costs. 
Under the laws of certain States as mentioned above, these funds may 
be requisitioned and expended by the States without legislé ative action. 

Under the prov isions of the attached exce rpts, these funds could be 
requisitioned by the director or commissioner in Idaho and New Hamp- 

shire—I believe it was the New Hampshire director who was testifying 
yesterday when this matter developed—by the director, State comp- 
troller, and Governor in Colorado; and by the commission in North 
Carolina, Utah, Wisconsin, and Wyoming. 

In all cases the moneys so requisitioned would be kept in the custody 
of the State treasurer or other State fiscal officer. 

Since detailed interpretation of the manner in which these provisions 
would be administered would be the responsibility of the State attor- 
neys general or other legal authorities, no such interpretation is given 
here. However. it would seem desirable that those who favor the 
Mills-Mason bills explain the policy implications involved in the 
requisitioning and expenditure of these moneys without express 
legislative approval. 

Of even greater pertinence perhaps, as was noted in testimony given 
before a subcommittee of the Ways and Means Committee on May 21, 
1952 (hearings on unemployment insurance, pp. 540 and 541), is the 
fact that the moneys may es requisitioned without reference to whether 
they are needed for efficient administration. In these instances, 
neither the Congress nor the State legislature would have had an 
opportunity to determine whether or not funds, in addition to those 
granted by Congress, are necessary for proper administration of the 
State law. 

Now, I don’t want to bore you by reading all State laws, but let me 
give you just one, so that I can show you what has been happening; and 
so that I won’t be accused of pic king on anybody, I will take my own 
State of Wisconsin. 

All of these States have made these amendments to their laws during 
the last 5 or 10 years, since the agitation has been on for ch: anging this 
section 108.19 (4) of the Wisconsin law: 


Section 108.19 (4). If section 303 (a) (5) of title III of the Social Security Act 
and section 16038 (a) (4) of the Internal Revenue Code are amended— 
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notice that, if they are amended— 

to permit a State agency to use, in financing administrative expenditures incurred 
in carrying out its employment security functions, some part of the moneys 
collected or to be collected under the State unemployment compensation law, in 
partial or complete substitution for grants under said title III, in that event this 
chapter shall, by a commission rule to be issued with the governor's approval, be 
modified in the manner and to the extent and within the limits necessary to 
permit such use by the commission under this chapter; and such modifications 
shall become effective on the same date as such use becomes permissible under 
such Federal amendments. 

Now, you have very comparable laws in several States, which I will 
file here for the record. 

Mr. Miutus. Iam glad to have that, because I was aware of the provi- 
sions of the laws which the the gentleman reads. But the bill itself 
would have reference not to all of the funds, to the 2.7 percent of the 
tax which is collected and in the State fund as a maximum, let us say, 
or a lesser amount depending upon the State’s tax, but would have 
reference only to that portion which is in excess of administrative 
appropriations out of the three-tenths of 1 percent. So that that is 
all that could be affected. 

Mr. Biemintter. And which, by common censent, I believe in the eur 
rent fiscal year is around $60 million. 

Mr. Minus. Something like that. But you and I agree that that is 
all that would be affected by what you pointed out here ? 

Mr. Bremitter. That is correct. 

Mr. Mirus. That that additional amount, under the provisions, 
which you have read in these particular States, could be used for ad- 
ministrative purposes in these seven States? 

Mr. Birminier. That is correct. 

Mr. Minus. That is true. But in the other States, it would take an 
act of legislature; would it not ?¢ 

Mr. Birmitier. It would. But I guess that you have a pattern 
developing here. 

Mr. Miuis. It may well be that you are right. But if we corrected 
that part of the bill, would your organization stil] oppose the legis- 
lation ? 

Mr. Bremitier. We would consider it an improvement in the bill, 
but we still are in favor of the principle of t he Forand bill. 

Mr. Mitis. Would we have improved it enough for your organiza- 
tion to go along? 

Mr. Bremitter. No; I think in that case, quite honestly, we would 
still be for the Forand bill. 

Mr. Mriirs. You and I are old acquaintances around here. You 
formerly served here in the House, as we all remember, and we always 
have laid our cards on the table. 

Now, I personally, so that yon will know my own position, have 
never believed in the federalization of the une ‘mployment- -compensa- 
tion program. Does your organization believe in the present Federal- 
State re lationship, - would it prefer a feder: alization of the prograin § 

Mr. Bremiuuer. I do not believe that is the question before us, but 
I am perfectly willing to say it, and, as you say, lay our cards on the 
table. 

Mr. Mitts. It is definitely before us. 

Mr. Bremitier. In the first place, 1 am sure you have served on this 
committee long enough, Mr. Mills, that you realize that the A. F. of L. 
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has re pe ated]y come before this committee and said quite clearly that it 
favored a Federal system of unemployment insurance. 

Mr. Mutts. I wanted it in the record at this particular point. 

Mr. Biemitier. Secondly, I would like to suggest, however, that it 
seems to me that the procedures that are now being undert aken, in 
which we forsee that State funds might go broke without a reinsurance 
principle for them, would be the first step toward a growing demand 
for federalization. 

Mr. Mirizs. L agree with you completely. 

Mr. Bremutter. And I think that all of you who are opposing 
federalization, would be going out of your way to find ways and 
means to prevent State funds from going broke. 

Mr. Miuus. That is one of the reasons that prompted me to introduce 
this particular legislation. I do not want federalization, and I think 
you are ext actly right in that, if any State becomes incapab le of making 
these pavie nts, and that situation spre ads, you probab ly would find 
requests for appropriations direct from the General Treasury, and 
Congress perhaps would not be able to resist such pressures and that 
would then be federalization to that extent. 

Now, I do not want that. You do not want that particular thing. 
You want a strong system, but not out of the General Treasury. 

Mr. Bremitter. On that point we are in agreement. 

Mr. Miuzs. That is what I say. I know that that is your position. 

Now, f the people who pay the taxes in these various States are 
perfectly willing to pay more than 3 percent, as they would under the 
bill in the case where a State borrows money—that is what the pro- 
Vision means—that they go up in the tax. They might go up as high 
as 4 or 5 percent on an emp lover. If the empivyel of the State is 
willing to pay that additional amount in order that we may avoid a 
program of grants, what is ther about the system ths if end: mgers any 
member of your organization’s rights under the progratn in any State ¢ 

Mr. Bremitier. Well, in the first place, may I just point out again 
for the record that your bill does not contain any provision which 
would require a State to have its i il] tax being paid, even the 2.7, before 
a loan could be made. 

Mr. Mirus. Oh, as the gentleman well knows, that varies in a State. 
One employer may be paying the full 3 percent; another employer may 
be paying a lesser amount, depending upon his own experience rating, 
his record of unemployment. So that you do not have any situation 
anywhere in the United States where any State is charging every 
employer the same amount of tax. P 

Mr. Bremiter. That is correct. 

Mr. Mirus. So I am mentioning the maximum situation, where the 
emp love r in the State is now paying the 3 i reent. It is possible 
that his ri ate could go to 414 » percent under the bill. 

Now, that employer says, through his organization, as I understand, 
that he does not mind that. And I have many, many letters advising 
that, “We prefer to pay the additional tax r: ather than embarking on 
this system of grants from any particular fund, or se parate fund, to 
our State. Let us pay it back. Let us carry our own load. Let us 
stand on our own.” That is what they say. 

What is wrong if the employers who pay the tax are willing to do 
that? What is there wrong about such a system? How can such a 




















UNEMPLOYMENT INSURANCE 99 


program affect the welfare of any member of your organization in any 
State ¢ 

Mr. Bremiuter. In two respects. First of all, it would place such 
an employer, to use your own figure, who might have to go to 41% 
percent, just to seize an arbitrary figure here, in a very unfair com- 
petitive advantage with other employers across the country and could 
very easily result in the spreading of more unemployment, because 
he would not be able to compete, and his plant might have to shut down 
if his plant wasn’t shut down. In these marginal industries, which 
are greatly affected, the imposition of a 4%4-percent payroll tax 
simply, on certain plants and not across the board, could very easily 
lead to shutting down of small industries. And we are trying to 
protect the jobs of our membe rship in that respect. 

In the second place, we think frankly that the principle is not a 
sound one of insurance as has been reathrmed from time to time by our 
conventions. 

May I draw the analogy in = respect: In my own State of Wis- 
consin, and I believe in many other States, which started out with a 
straight and strict employer reserve account for each employer and 
with no other kind of reserve account set up, there has been a tend- 
ency, and in my State—and I repeat in others—a definite action in 
recent years to set upa pooled fund, which ean be used in the event any 
employer’s account goes broke during the process of paying out unem- 
ployment compensation. Now, we believe the Forand bill simply ex 
tends that principle, as it pay: to reinsurance of the State fund, out 
of the tax that is collected by the Federal Government. And we see 
it as a logical sendienenehh ‘of what has been the tendency in the 
various State systems, and the national system as a whole. And we 
believe firmly in that principle of reinsurance. 

Mr. +e Do you agree with the statement that has been made— 
I think it was made yesterday—that to proceed on the basis of the 
erant progr am would be to spread the burden, to spread the risk, 


beyond the State boundaries, and to that extent federalize the 


program ¢ 

Mr. Bremitter. We believe that it is a sound principle of reinsut 
ance, Ves. 

Mr. Mus. Do you think that it means a departure from the pres 
ent program, which calls upon employers within State boundaries 
to bear the burdens of unemployment W ithin their State / 

Mr. Breminier. Well, we feel very strongly that unemployment is 
not a State matter, that it is a Federal matter: that you do not have 
State causes for unem plovine nt, that une mplo, vinent is a result of 1 
tional and even international economic and wial forces at work. 

Mr. Minus. Would you agree with me, then, Mr. Biemiller, that to 
that extent the program of grants changes the orig nal con cept of the 
law, the original program, the original purpose / 

Mr. Breminvter. No: we think it is a logical extension of the devel- 
opment that has taken place, that we have recogn zed that individual 
employers cannot be held strietly re po 
Now, we believe that it is also true that individual States not be held 
strictly responsible for the drains on their funds. 

Mr. Mitis. Do you not agree with me, though, that there is a dif- 
ference in principle? The existing law says that the employers of my 
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State shall pay the cost of the benefits to those unemployed in my 
State. But now you propose that not only shall the employers of my 
State assume that responsibility for unemployment within my Ste ate, 
but under certain circumstances the emp love rs of the State ‘of New 
York, New Jersey, Pennsylvan a, every other State, shall assume a 
portion of that. 

Mr. Biemiuier. It is no different than the principle you already 
have established, that the administrative costs are borne across the 
board by all employers. As you are aware, there are some 15 or 16 
States that get more administrative moneys back than they are pay- 


Ing In, even the full three tenths. 
Mr. Miis. Well, I know my friend recognizes the reasons why that 
three-tenths of 1 percent provision exists. Something had to be re- 


tained in order to make it constitutional, did it not, in the beginning ? 
So I think the gentleman and I would not argue on that point too 
miuci 

That is all, Mr. Chairman. 

The CuHarrman. Any questions 4 

Mr. ( ‘urtis of Missouri will inquire. 

Mr. Curris of Missouri. I would like to ask one question, Mr. Bie- 


miller. These State ce, ara s that you are suggesting be made on 
this surplus fund: Would they not have to be on a loan basis? 


Mr. Bremier. We are in favor of the principle of grants as es- 
iblished under the Forand bill. 

Mr. Curris of Missouri. I appreciate that, sir. My question is only 
th regard to your statement that you fear in these seven States, that 


ive legislation, that they could come in and requisition on this sur- 
plus fund. Now, my question is: They would have to requisition on 
t loan basis. Is that not true / 


Mr. Bremitirr. No. that is not the case at all. What the Mills- 


Mason bill provides is that 20 percent of the 860 million, since that is 


ie agreed upon arbitrary figure for the purpose of our discussion, for 

1 urrent yvear—2O0 percent of that money 1s put into a loan fund. 

Lhe other SO percent is redistributed back to the States for whatever 

hey wish to make And it is that SO percent at the moment I am 
ilking about. | 

No ver a period of years, under the Mason-Mills bill, as the 20- 


( 
percent loan fund reaches 8100 million. then a hundred percent of that 
oney is sent back to the States. And these seven States are looking 
forward not to loaning from that fund but to req lisitioning it. For 
example, you had a perfectly honest statement yesterday from the 
tional director that if he had these moneys av: ailable he would use 
I think he used the figure of $18,000, for certain additional admini- 
trative work that he was not able to do at the eed time. Now, 
that is the kind of thing I am talking about. And this would 
» done by irb trary bureau ratic action, without any check back by 
the State legislature. , 
Mr. Currts of Missouri. I might bane exception to your argument 
there. If you want to say that State gov erament function is auto- 
cratic and arbitrary, I doubt that it is. I think that your State gov- 
ernments and your local governments have a responsi bility which they 
. But let’s don’t argue that. You have answered my question, 
which I was interested in 
Il would ask this further question 
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Then, as I follow your argument, you would suggest that perhaps 
we should reduce this three-tenths of 1 percent, if it is creating these 
excess funds. Would that fit in with your argument ? 

Mr. Bremiuuer. No, we do not think so. 

Mr. Curtis of Missouri. What do you want to do with the money ? 
-lusti give it to them ? 

Mr. Bremitier. We want to establish it in a fund, along the lines of 
the Forand bill, which we believe has lots of safeguard against those 
moneys going out. For example, under the Forand bill, there must 
he. for a period of several quarters precedi ng the making of a grant, 
a full tax collected in those States. There must be various measures 
taken to try to protect those State funds. 

Mr. Curtis of Missouri. But if I may get by question to you, why 
co you want this extra money? Tf you admit that there is an overage 
here beyond the needs for administration, as you so ably argue in your 
statement, why clo you want that extra money ¢ Why not cut it back ? 

Mr. Bremner. Because we recognize, as sates the Mills-Mason bill 
recognize, that there is alwavs a danger of a State fund going broke, 
and that there should be funds available for aie over that situation. 

Now, we differ in our methodology, but both of us recognize that 
some funds must be available for that purpose. 

Mr. Curtis of Missouri. Now, I have one final question, Mr. Chair- 
man, if I may. 

On your page 4, there, you intimate that these social-security agen- 
cies and the State agencies that have testified here recently, represent- 
ing the interests of their peop le, IT wonder if you have any basis for 
that? You people have presented your argument, have you not ? 

Mr. Bieminuer. On one occasion, I believe Mr. Cruickshank, who is 
our director of social security in the federation, has attended their 
me etings. But we raise a whole question here that has been bothering 
us for a long time. 

First. in terms of the obvious close working relations ship between the 
unemp loyment benefit advisers and the counsel of these State 
officers 

Mr. Curtis of Missouri. Well, let me ask my question, please. 

You people are able to approach them, are you not, and have a 
hearine, and vou have clone sO, al fal pres¢ ited your arguments, have 
you not f 

Mr. Bremituer. We have taken this position 

Mr. CURTIS ot Missouri. Could you answer the question ¢ 

Mr. Bremitirr. Yes, 1 am going to answer the question. 

We have taken this pos ition: We have attended their meetings 
when they are called by a Federal agency. 


Now, there is a whole prob le} Mn) — I) re. aS to the use of 
Federal funds for lobbying before the Congress, that requires some 
investigation also on the part of io State officers 

Mr. Curtis of Missouri. I] appreciate that. but we can vet along 


faster if you will answer my question. 

Have you peop le been ab le to present your case 

Mr. Bremer. They are aware of our case, quite aware of 

Mr. Curtis of Missouri. In other words, you have argued your case 
to them and they have not agreed with you. 

That is right, is it not? 

Mr. Bremiuurr. That is correct. 
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Mr. Curtis of Missouri. So, have you any reason for questioning 
their motives, or just because they disagree with you why do you 
attack their motives? 

Is there any reason you know of that you would think they are not 
sincere in coming to an honest conclusion ¢ 

Mr. Bremitver. In the first place, you will note that I say we are 
confident the y do not re present all of the State directors, and I don’t 
mean just Rhode I sland. 

Mr. Curtis of Missouri. I am talking about your specific statement 
on page 4. 

In other words, | am disturbed about people who cannot disagree 
with each other sincerely without attacking each other’s motives. 

Sometimes there is a basis for attacking a motive. And I wonder if 
there is any instance that these men have not sincerely listened to 
your case, or maybe it is just because they disagree with you, 

Mr. Bremitter. We think it is a consistent record on the part of the 
officials of this organization, appearing and agreeing with the employ- 
er side of this argument. And we do not believe they are representing 
the welfare of the mass of the people. 

Mr. Curtis of Missouri. In other words, because they have not 
agreed with you, that is the sole basis for attacking their motives? 

Mr. Biemitirr. Not at all. We find that they are constantly travel- 
ing about on Federal funds. We found them constantly hobnobbing 
with these employer groups. 

Mr. Curtis of Missouri. Is that a reason for attacking the motives 
for presenting a fair argument ¢ 

Now. I have listened to their argument. It sounded to me that they 
were sincere men, just the same as ] respect your sincerity. 

Mr. Bremitirr. Thank you. 

Mr. Curtis of Missouri. But I am disturbed at this business of say- 
nig that th ‘Vv are Not good citizens and not performing their job. 

Mr. Bremitirr. It is our considered opinion that they aren’t. 

Mr. Curris of Missouri. That they are not good citizens? 

Mr. Bremuter. That they are not performing their job in the in- 
terests of the people of their State as a whole. 


Mr. Curtis of Missouri. Because they disagree with your argument ? 

Mr. Bremitier. Because they are taking a one-sided argument. 

Mr. Curris of Missouri. That is all. 

The CHarrMan. Are there any other questions ¢ 

If not, we thank you, Mr. Biemiller, for your testimony and the in- 
formation you have given to the committee. 

Mr. Bremitter. Thank you, Mr. Chairman. 

The CuHairman. The committee will now stand adjourned until 1 
o’clock. 

(Whereupon, at 10:50 a. m., a recess was taken until 1 p. m., this 
same day.) 


AFTER RECESS 


The CuarrmMan. The committee will come to order. 

Mr. Leonard Lesser, social secur ity department of the United Auto- 
mobile Workers, will be the first witness. 

I assume Mr. Seth Gifford of the Rhode Island CIO Council, and 
Mr. Albert G. Clifton, Massachusetts CIO Council. will come for- 
ward with vou, Mr. Lesser ? 
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Did you each wish to testify ? 

Mr. Lesser. Yes, Mr. Chairman. I have a statement which I would 
like to submit for the record, and orally hit certain points of the state- 
ment. 

The CuatrMan. About how much time do you think you will re- 
quire ? 

Mr. Lesser. I would say my statement would probably take about 
half an hour. 

The CHarrmMan. I expect the Governor of Rhode Island here. He 
is not here now. 

How much time would the others take ? 

Mr. Grirrorp. A very short time, sir; probably about 10 minutes. 

Mr. Cuirron. And about the same time for me. 

The CuatrMan. All right, go ahead. 


STATEMENT OF LEONARD LESSER, LEGAL CONSULTANT TO THE 
SOCIAL SECURITY DEPARTMENT OF UNITED AUTOMOBILE 
WORKERS, CIO 


Mr. Lesser. Mr. Chairman and members of the committee, my name 
is Leonard Lesser and I am legal consultant to the social security de 
partment of the UAW-CIO. Iam testifying today for the Congress 
of Indus ee ee at the request of Mr. Jose ph Curran, presi 
dent of the National Maritime Union and chairman of the CIO social 
security committee. Mr. Curran regrets that he cannot be in Wash 
ington to testify personally at this time. 

In addition to the prese ntation which I will make, representatives ot 
CIO organizations in the States of Massachusetts and Rhode Island 
are here and will present statements describing the unemployment 
situation in those States, which situation urge mntly points Tow: rd the 
necessity of the Congress enacting legislation th: it will offer real as 
sistance to the States. 

The CIO opposes the enactment of H. R. 3530 and H. R. 3531, in 
troduced by Representatives Mills and Mason. 

These bills are quite similar to H. R. 4133 which was introduced in 
the last session by Representative Mills and on which this committee 
took no action. 

This session’s bills omit, however, the pro\ ision which would have 
extended the coverage of the Federal Unemployment Tax Act to em 
ployers having one or more individuals in their employ. The need 
for such coverage of the small employer is obvious. The Congress, 
in originally enacting the Federal Unemployment Tax Act, recognized 
that the extent of cover: ige was of Federal concern by prov iding for 
the coverage of all employe rs having 8 or more e mployees or, aS Was 
proposed by some, who had 10 or 20 employees in their employ, rather 
than extending coverage to smaller employers as had been proposed 
by some. Its action limiting coverage to employers of eight or more 
was based primarily on the ground that it would be administratively 
wise to defer coverage until more experience had been gained. Sev 
eral States now do cover employers of one or more employees, and 
their experience has demonstrated that it is feasible and administra 
tively possible to cover the small employer. 

As I understand the provisions of the Mason and Mills bills, they 
would operate as follows: 
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First, the proceeds of the Federal unemployment tax are to be ear- 
are in a separate account in the United States Treasury. Con- 

gress will then appropriate from this account amounts which it de- 
termines to be necessary for the proper and efficient administration 
of the employment security program at both the State and Federal 
levels . . 

The entire excess over the amount of congressional appropriations 
is then to be disposed of by tr: unsferring, first, 20 percent to a State’s 
reserve account, at least until such account builds up to $100 mil- 
lion. and by then distributi othe remainder of the excess to the States 
as outright orants which can be used by the States without any Fed- 
eral controls, for either administrative or benefit purposes. 

Wes upport the en il for earmarking ee of tthe Federal 
| hemp sloyme nt ta In a separate trust fund. We believe that the es- 
tablishment of a eg fund could permit the sound financing 0 f the 
administration of the unemployment compensation system without 
recourse to general revenues, over the period of the business cycle, 


l 


including those years in which the proceeds of the tax are less than the 
umounts which are necessary for proper ai d efficient administration 
by both the Federal and State agencies. 

A re port on administrative costs which was prepared at the request 
of Congre cS. whieh is dated January §. 1955. indicates that while the 
three-tenths of 1 percent Feder: al tax collection may be adequate to 
finance the administration of the program over the course of a business 
evcle, the amount raised in any ee) vear may fall short of the 

im required for ira ition in that year. The report, and I might 
Say that was pre pared by Dean Faun of the Univers! ty of Michigan, 
therefore recommended that the earmarked funds be available as a 
reserve for appropriation in years in which administrative costs ex- 

“<l tax collections. 
"This recommendation in the report. was adopted unanimously by 
I le ral Advisory Council, whi h is compos sed of re prese nti itives 
of the veneral pub lie as well as an equal number Oo f re ~ resent: itives of 
management al | la bor 

H. R. 35: 30 and H. R. 3531 being considered by this committee would, 
unfortunately, leave no re serve aval ilable for this purpose. It would 
first make the regular ap propriation, and then distribute the remain- 
der of the funds to the State’s reserve account which is available only 
for loans, and the balance back to the State. 

In failing to keep a reserve, the major advantage of earmarking is 
lost. The Congress will still be required in years of low tax collec- 
tions tomake appropriations from general revenues for administrative 
purposes. In fact. I believe there is a provision in the bill which pro- 
vides that sums will be advanced from general revenues for certain 
purposes. 

We believe that the Congress will be reluctant when tax collections 
ina particular vear are less than the amounts w hich it thinks are nec- 
essary for proper and eflicient administration, to then go to general 
revenues and make a further appropriation, particularly when it is 
pointed out that in past years considerable sums of money have been 
“eqns d back to the States which are there in the States and which can 
be used for administration. 

Unfortunately, however, the prior distributions which were made 
on a basis unrelated to administrative need or potential administrative 


———————— 
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need, will not permit proper administration of the program in all 
States. 

We therefore recommend that in addition to being available for 
current administrative financing, the proceeds of the tax be made 
available for the establishment of a reserve fund which will preclude 
the necessity for deficit financing of the employment security program 
through appropriations from general revenues. 

With respect to the return, and the automatic return, of the States, 
we believe that the best use that could be made of the reserve which is 
left after Congress has determined what is necessary for proper and 
efficient administration, is to keep it available, first for a reserve, as | 
point out, and also for distribution to the States in a manner which 
takes account of their need for additional funds. 

The proposed automatic distribution to all the States on a basis pro 
portionate to the amount of State taxable payroll, bears no relation to 
the need which particular States may have. There is no reason what- 
soever to assume that the financial needs of a State unemployment in- 
surance system bears a direct relationship to the size of its taxable 
wages. 

No attempt is made to assure that the reserve will be used to keep 
State funds in a strong enough financial position to provide effective 
administration and to make possible the payment of adequate unem 
ployment insurance benefits. 

Also, I would like to point out with respect to this provision whicl 
would return the excess of Federal unemployment tax ee to 
States for use in such States for administrative purposes, is an extraor 
dinary proposal. Such a proposal results in the catenin by the 
Congress of its authority to determine, through the appropriation 
processes, first, the amounts which are needed for the unemployment 
insurance program and, secondly, to assure that expenditures will not 
exceed the amounts which it has determined to be necessary for proper 
and efficient administration. 

We believe that such a proposal runs dire tly counter to the piedg 
of the Congress and the administration to eliminate and prevent waste 
of Federal funds. At the present time, Congress appropriates a cel 
tain amount each year for the administration ot the program. ‘| he 
Bureau of Employment Security, in the Department of Labor, which 
itse If is subject to congressional supervisiol As determines the allo ation 
of such congressional appropriations among the States. 

De ‘spite all the steps pre ‘liminary to congressional action, hearings 
by the Budget Bureau, sub mission of requested funds by the State, 
review by the Bureau of Employment Security and the Bureau of the 
Budget, as to what is necessary, despite hearings and consideration by 
congression: al appropr lations committees, de bate | V the C ongress, and 
the enactment of an amount which the Congress has determined to 
be necessary, these bills then turn back to the States many millions of 
dollars which could be used to supplement the amount appropriated 
by the Congress. 

On the one hand, the Congress says, “Here is the amount which we 
believe to be necessary for proper and efficient administration.” On 
the other hand, it says, “Here are some 40 or 50 million dollars which 
you may spend for administration, even though we thought when we 
made an appropriation that we had given you all that is necessary.’ 

Really, as we view this proposal, what the States want is to have 
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their cake and eat it. They are first in favor of Federal financing of 
administration of the prograni in order that they will be free of State 
controls and restrictions, and from having to face State legislatures 
and justify the amount of money which is necessary for the admin- 
istration of the program. Having gotten this Federal financing and 
removed themselves from State controls and State legislatures, they 
are now coming in and asking that moneys be automatically granted 
to every State in order that they can remove themselves from the 
Federal controls. 

Yet. at the same time, they do not subiect themselves to State con- 
trols. What they really want is the authority to spend money without 
any legislative control. 

In the last session, Representative Mills, in testifying on his bill, 
stated that it was contemplated under his proposal] that the State 
legislatures would make the decision and determine how much of the 
money returned to the States could be spent for administrative pur- 
poses. He suggested that the committee should “spell it out directly 

n the bill that these moneys which are to LO back to the States are 
to be used only as the legislature decides.” 

While the bills have been changed to require that moneys used by 
the States shall be used, and I quote 
in accordance with its general and established and fiscal procedures 


such language would not require State legislative action. In fact, it 
is not clear what such language means or what sanctions exist to 
enforce compliance with such language. Certain States, as was 
pointed out to this committee, evidently in anticipation of the passage 
of these bills, have already included provisions in their laws under 
which the unemployment compensation administrator in the State 
would have the sole power of determining the administrative purposes 
for which such moneys could be used. In all of such States, it is 
clear that no further legislative action will be required. 

I think it is also important to point out that these bills which have 
been referred to as compromises and which, on their face, are less 
drastic than previous proposals, such as a hundred percent of tax 
offset, are but a step toward such proposals. 

This is clearly pointed out in the March 24, 1953, issue of the 
Advisor, which is issued by Stanley Rector, legislative director of the 
Unemployment Benefit Advisors, Inc. Mr. Rector makes two points 
which I think should be considered by this committee. 

With reference to the point that all States will, under the Mills and 
Mason bills, receive the grant of some funds from Federal tax col- 
lections, he states, and I quote: 

It seems to me inequitable and—of more concern—a dangerous precedent 
that the reallocations-back principle in the State administrators’ bill operates 
without any reference to whether the tax collections in the respective States have 
been more or less than Federal grants. The deficit States—those using more 
Federal grants than Federal tax collections—have their cuts computed on the 
same basis as those States having the lowest percentage of Federal grants to 
Federal tax collection. I believe that if the measure is enacted, this shortcom- 
ing may soon be corrected. 

Mr. Rector also makes clear that this proposal is being supported by 
many to ease the way toward the 100-percent tax-offset proposal. He 
points out, and I quote: 


The Mills-Mason bills establish the principle that all Federal-tax proceeds are 
for the sole and specific use of the employment-security program: that these 
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moneys not used by the Federal Government to make administrative grants be 
returned to the States, and be used in the program—either to finance additional 
administrative costs or to pay benefits. Thus a review of the situation * * * 
would disclose that the Federal Government was not profiting a single dollar 
from the Federal unemployment tax. As matters have stood until now, a sizable 
Federal profit has accrued under the existing arrangements, which would be 
increased by future annual excesses if the existing arrangement is continued. 
Wouldn’t it be relatively easier for the Federal Government to decide at some 
future time to vacate a tax jurisdiction which was yielding no profit whatsoever 
simply headaches? 

I think the committee should also consider that one of the arguments 
which was presented to you 1s that this bill or these bills will help to 
solve the administrative diffleulties which the States get into because 
of the delays inherent in the necessity for coming back for deficiency 
appropriations which may arise because of the impossibility of fore- 
casting more than a year in advance the needs of the State agencies in 
so volatile a program as unemployment compensation. If State legis- 
lative action is required, however, it is doubtful whether recourse to 
a State legislature, which in many cases meets but 60 days each 2 
years, would prove more satisfac tory than recourse to the c ongress, 
which is in session the greater part of each year. 

The committee should also recognize that there are now about 35 
States which do have funds which are available for use for administra- 
tive purposes without any control by the Federal agency. These 
funds, which are made up of interest and penalties assessed on delin 
quent employers, are available in many States for expenditure by 
the State agency, and are not subject to Federal control. Yet, few 
States have made use of such funds. 

In the State of Michigan, where such a fund exists, proposals by the 
State agency that it be used for specified administrative purposes 
have been vetoed by employer representatives on the State advisory 
counc il, 

We believe, therefore, that returns of the funds to the States, in 
addition to being basically unsound, will not solve the administrative 
problems. In most States, its sole purpose will be to further reduce 
employer contributions toward the financing of the benefit aspects of 
the program. 

With respect to the question of repayable loans versus grants, the 
gentlemen from Rhode Island and Massachusetts will point out the 
inescapable economic facts that some States do have higher rates of 
unemployment than others, not because of anything the State or the 
employers or the workers can control, but because of the nature of the 
industries within their boundaries. In States where high rates of un- 
employment persist year after year, the provisions of H. R. 2261, in- 
troduced by Congressman Forand, would offer help. This bill pro- 
vides for limited grants which are restricted to actual needs. These 
vrants, however, are only available to those States that have main- 
tained their tax level at a minimum of 2.7 percent from the time that 
their funds indicated that they were being depleted, and have thus 
demonstrated that they are doing eve ‘rything possible to obtain neces 
sary funds within the State. 

We believe that the repayment provisions of the Mills and Mason 
vills which provide for repayment automatically beginning on the 
first January 1. as I recall, after the loan was mi ade, would be econom 
ically inadvisable, since it would worsen the competitive position of 
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employers in the State and aggravate the very adverse competitive 
conditions reflected by the high rym of unemployment. 
The unsoundness of the timing of the automatic repayment provi- 
ons was recognized even by those me ri rs of the Federal Advisory 


Council representing emplovers. who favored provisions for loans 


or advances as contrasted to reinsurance grants. In a report by the 
Committee on Benefit Financing which was adopted unanimously by 
the Federal Advisory Council, it is stated, and I quote: 


However. the committee members who favor advances or loans rather than 


grants to the States believe that further consideration should be given to improve 
the timing of increased Federal withholding from employers under automatic 
payment provisions of the Mills bil The fixed period provided in the Mills 
bill, after which automatic repayments must start, may prove unrealistic in 
some cases because business recovery has not begun by the time the extra 
assessments take effect Consideration should be given to a method of post 
poning the application of the automatic repayment feature until there has 
been a year of business recovery, as indicated by a substantial increase in the 
States’ annual taxable payrolls, as compared to the last year in which a loan 


or advance was made, 


An additional point which the committee should keep in mind is that 
there are many States, and I believe the number is a little more than 
a half, which have constitutional prohibitions which would preclude 
the State agency from accepting ¢ loans or advances which must be 
repaid. 

lestimony before this committee in the last session indicated that 
Rhode Island, as well as 27 other States, would be prohibited from 
borrowing money without submitting it to a referendum vote. 

I would like to make one additional point with respect to some of 
the testi mony that has been presente d to this committee. Those very 


persons who have opposed reinsurance grants to States which have 
need hie benefit assistance as apie set in Representative Forand’s 
bill, are the very groups who are testifying in favor of the provisions 


n the Mills and Mason bills which ph atic ally grant moneys to all 
States regardless of whether there is any need for such a grant. 

On the one hand they argue that there is a distinction between grants 
to States for benefit purposes and grants for administrative purposes. 
Yes, when the features of the Mills and Mason bills making moneys 

vailable to the States for administrative purposes have been criti- 
cized, they have stated before this committee that. most States, when 
they receive this money, will only use the money for benefit purposes. 

We are unable to understand why a grant to a State which has 
demonstrated need and which is doing all within its power to correct 
the situation, is any more objectionable than a grant which would be 
made to every State regardlese of its need. Both grants will be used 
for the same purpose. The amount of money involved in the auto- 
matice grant provisions in the Mills and Mason bills is far greater than 
will ever be granted under the provisions of the Forand bill. 

If any threat of federalization attaches to a grant to a State, it exists 
to a far greater extent in the automatic grant provisions of the Mills 
and Mason bills. 

| believe somebody testified yesterday that another distinction was 
that these are not really grants to the States; these are rebates to the 
States. Well, as I understand a rebate, or the meaning of rebate. 
these grants which are made under the Mills and Mason bills can in no 
sense be considered rebates. Moneys are given to States which, 
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through the appropriations process, have already received more than 
was collected in the State. So there is nothing to rebate. You have 
already granted to the State, under title III, for administrative pur- 
poses—and I believe there are about 15 such States—more money than 
was collected in the State. So there is nothing left to rebate. 

What you are doing is taking tax moneys collected in other States 
and giving it back to those States. I believe that that is exactly what 
Congressman Forand’s bill does, except it limits it to States which 
are in need and which have demonstrated that they are doing every- 
thing possible to do. , 

So I do not believe that this can be considered to be a rebate. 

In conclusion, I would like to say we favor provisions which would 
a the proceeds of the Federal Unemployment Tax Act. We 
believe that the proceeds or this earmarked fund should be available 
for administrative appropiration by the Congress for the expenses of 
administering the program. We believe it should be used as a reserve 
for years in which Federal tax collections are less than the amounts 
necessary for administration, 

We believe it should be used for contingency purposes. We believe 
the balance should be kept in the Federal unemployment account and 
be available for assistance to those States that have demonstrated need. 

The CuatrrmMan. Have you finished ? 

Mr. Lesser. Yes, I have, sir 

The CHatrMan. Are there any queestions? 

I want to thank you, Mr. Lesser, for your testimony and the infor 
mation you have given the committee. 

We will now hear from Mr. Seth Gifford. 


STATEMENT OF SETH GIFFORD, REPRESENTING VICTOR J. CAN- 
ZANO, RHODE ISLAND STATE DIRECTOR, TEXTILE WORKERS 
UNION OF AMERICA 


The Cuarrman. I am very glad to hear from you, sir. 

Mr. GIFFORD. Mr. Chairman, | would like to Say for the record that 
I am representing the State director of the Textile Workers Union 
of America from Rhode Island, Victor J. Canzano. Ithink the record 
has it the Rhode Island State CIO Council. 

Our presentation today is in support of the Forand bill and the 
principle of Federal grants to States which qualify in order to insure 
the solvenc y of their employment security funds and to assure ade 
quate bene fits to eligible workers. In this regard we support the testi 
mony of the national CIO both at this hearing and at the hearings 
held last year on similar bills. In addition to this, we wish to bring 
to the attention of this committee the specific plight of the workers 
in Rhode Island and especially the textile workers whom we represent. 

Irom our personal knowledge of the situation, we believe that unem 
ployment in the textile industry in Rhode Island is as serious as ever. 
We do not foresee that any quick cure for the depressed condition of 
textiles is likely to show up. A couple of weeks ago we appeared 
before the Secretaries of Labor and Commerce here in Washington 
on one phase of the textile problem in New England, that of the woolen 
and worsted industry. We pointed out in that meeting that in Rhode 
Island there are almost 12,000 fewer jobs in this indus stry than there 
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were 5 vears ago. Figures of the Rhode Isl: and Departme nt of Labor 
also show that all textiles provided 17,000 fewer jobs in January 1955 
than January of 1948. These are jobs which have probably disap- 
peared forever and are due to p lant closings, technological change, 
‘hanges In a m= In fabric, which the industry 1 is fac ing today 
and will continue ane. 

In Rhode Ieland. whic is a heavily industrialized State, and which 
lacks diversification of a ero there is no place for these displaced 
te xtile workers to find reemployment. The jewelry industry, which 
S Iso highly seasonal, and the metal and mac hi nery industry employ 

Ap eben mately the same number of workers today as they did 5 years 
ago. These industries, textile, jewelry, and machinery, provide 77 
percent of manufacturing jobs in Rhode Island; so if a worker cannot 
find employment in one of these industries, he must seek, necessarily, 


inemployment assistance. 


Textile workers are unemployed through no fault of their own. 
Chey have not voluntarily = their jobs. They are not out of work 
because of — In the last 5 years there have been no major tex 
tile strikes 1 Rhode Island, and of the few minor stoppages that did 
occur none lated more than 6 wee ks, which does not entitle ac laimant 
to benefits. It is not the fault of unemployed textile workers that the 


demand for the eoods that they produce has drastically decreased 
— n Rhode Island boundat es 

» fee] that it is entire iV ll keep ing with the purpose and intent 
of he original unemployment compensation laws that the National 
Government should assist in alleviating the difficulties which Rhode 
Island suffers as a small State with a peculiar economy. We wish to 
reemphasize that Rhode Island’s law is not overly vrenerous. The 
maximum benefit of $25 a week is substantially less than half of the 


average weekly wage in manufacturing for Rhode Island, which was 
S61.07 for January of 1953. These benefits are less than our neigh- 


boring industrial States pay. Our law, provision by provision, can 
be shown not to be a factor mn th , Impe nding bankrupte \ of the Rhode 
Island fund. 

We can add our voice to those who have told your committee in 
past years the law in Rhode Island is well administered and that the 
mplo yyment security agency and the State legislators being aware of 
the problem are con ong ally making the law more restrictive. 


In this reward, Mr. Chairman, today’s Providence Journal carries 
pane page story which points out that the Governor's program for 
tightening the laws still furtl and saving another $1,300,000 has 


heen pased by the Democratic vache se in Rhode Island. This bill more 
than doubles the qualifying amount necessary for a worker to become 
eligible under the law, and increases the penalties for volunt: ary quit 
and inereases the penalties for discharge for misconduct under the 
law about 50 percent over what they are now. 

The savings here of $1,300,000 are, unfortunately, just enough to 
keep the program out of the red if it operates in the next vear as it 
did in the past. All of these restrictions are not allowing the State 
of Rhode Island to build lp any reserve. 

But in times of de ‘pression no amount of restrictions will preserve 
the solvency of the fund and each restriction in the future will defeat 

' basic purpose and intent of a law which is supposed to assure 
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decent income and a decent standard of living for workers who are 
without employment. 

We are not at all content with the benefit structure and the benefit 
duration provided by the present law. Nevertheless, we realize that 
Rhode Island employers had to put up with a tax rate of 3 percent 
for a number of years now. This 3-percent rate, which is only enough 
to maintain the fund, already puts Rhode Island manufacturers at a 
competitive disadvantage as against other States. As textile workers 
we are ac utely aware of _ argument as we he ar it in ever V nevoti: L- 
tion with every company in Rhode Island, large and small. There- 
fore, in order to provide an aden ite employment insurance law with- 
out unduly restrictive provisions and without an unfair tax rate on the 
employers, we feel that the Federal Government can rightly be called 
on by Rhode Island and other unfortunate areas. 

Our ee in the textile industry will not be solved overnight, 
and in Rhode Island, where the textile industry is a major factor in 
the industrial employment of the State, R hode Island’s unemploy- 
ment problem will persist. In the attached table we show that textile 

‘oncerns employed 44 percent of all manufact ‘ing employees in 1948. 
(The table is as follows :) 


Rhode Island employment figures—Joanuary 1948—January 1953 


January All manu All textile |Wool-worsted| Jewelry Metals and | textile to all 
acturl ( ery il 
tur 
1048 157, 951 69, 48 1, SSt 20, 204 6, O78 44 
1949 141, $27 O8, 234 23, 733 18, 180 490) 40.9 
1950 138, 152 61, 21 2 74 18, 180 27, 705 44.4 
1951 160, 977 64, 546 26 0 23, 20¢ 7, 65 40), 2 
1952 145, 198 4,272 21 2 Is, 607 37, 927 
1953 148. 410 2, 208 19, 506 23, 099 87, O75 
Percent change Loss Loss Loss Ga Gai Loss 
1948-53 9, 541 17, 275 1. 880 ROA 


Source: Rhode Island Department of Labor 


Mr. Girrorp. The industry steadily declined in importance until the 
figures for January of 1953 showed that textiles provided only 35 
percent of all Rhode Island manufacturing jobs. This decline will 
undoubtedly continue and it means that the textile worker will continue 
to face the serious problems of layoffs and short time, which should be 
dealt with adequately by an employment security agent. 

We therefore ask you for humanitarian reasons and for practical 
consideration to report favorably on the Forand bill which will allow 
our State to provide adequate benefits without the need for increasing 
their tax rate. In view of the above remarks we are opposing the 
provisions of the Mills-Mason bill. 

The Cuarrman. Does that complete your statement / 

Mr. Girrorp. That is the statement. 

The CHatrman. I want to thank you. 

I assume there are no questions here. There are some questions I 
really would like to ask, but I do not want to take your time because 
I realize the Governor is here. 

As soon as this rollcall is through, we hope to hear you right after 
we hear the other two gentlemen. 
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I want to thank you, sir, for your information here, the information 
you have given us regarding the conditions in Rhode Island, which 
I realize are very serious. 

I would like to ask one question. You referred to the competition 
from other States in employ ment trouble. Do you have any competi- 
tion from foreign countries at all ¢ 

Mr. Girrorp. Mr. Chairman, we have, as I said, been in VYashington 
very recently trying to explain our position on the quotas and on 
tariffs and that sort of thing. Our position is, particularly on the 
situation with regard to woolen tops and the woven fabric being 
imported from other countries, that it is causing unemployment in 
this country. 

The CHarrman. Thank you very much. I assumed there must be 
some of that, as I have checked the figures on the matter. Of course, 
Letween the two, you have a rather serious problem. 

Mr. Girrorp. I think the worst situation is the importation of 
woolen tops which is a partly processed wool from Uruguay. I think 
that is something that really demands attention from the Congress. 

The Cuarrman. Thank you very much. 

The Cuamman. The next witness will be Mr. Albert G. Clifton, 
Massachusetts CIO Council. Please identify yourself for the record. 


STATEMENT OF ALBERT G. CLIFTON, LEGISLATIVE AGENT, THE 
MASSACHUSETTS C~0 INDUSTRIAL UNION COUNCIL 


Mr. Crrrron. Mr. Chairman, my name is Albert G. Clifton. I am 
the legislat ive agent of the Massachusetts State CIO Industrial Union 
Council. Appearing on behalf of the membership of the Massachu- 
setts CIO Industrial Council, some 200,000 or more working men and 
women in Massachusetts, I am here in support of the legislation along 
the lines of the Forand bill, H. R. 2261, and appear in opposition to 
the Mason bill, H. R. 3531. The CIO has consistently opposed the 
Mills bill in previous sessions, which was similar if not identical to 
the Mason bill. From the beginning CIO has worked for the Forand 
bill even though that measure does not 90 as far as many of us fee] it 
s] ould. 

The Massachusetts Industrial Union Council presented a great deal 
of statistical and economic data to the committees of the Congress 
during 1952, including this committee, regarding the serious and 
continuing unemployment problems in our State. 

The Cuarrman. I hope the witness will parden me while I suspend 
operations long enough to go to the House floor to vote. I thought a 
committee member would be back. Wait, Mr. Mason has returned. 

Mr. Mason (pre siding). Go ahead, sir. 

Mir. Cuirron. Shall J proceed ¢ 

Mr. Mason. Yes; proceed, please. 

Mr. Ciirron. While conditions have improved a good deal overall, 


against last vear, the picture painted 12 months ago is still largely 

ie as it relates to certain depressed areas in our State. In some 
of our large textile centers serious unemployment has become chronic, 
nd in the woolen and worsted branch of textiles, even with a dras 


tically curtailed work force, most of the employees still carried on 
the payrolls are working only about half time. There have been 
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shutdowns and serious unemployment in other consumer-goods 
industries. 

[ might point out that that situation prevails in clothing, jewelry, 

in the shoe industry, and in some parts of the plastic industry. 

Many families in these areas, where large numbers have exhausted 
unemployment-insurance benefits, are suffering real privation. While 
total employment has risen in our State, we do not believe that the 
measures needed for revival of certain of the older industries and for 
the location of new industries have yet been taken. 

The statistics which have recently been released, atte mpting to 
show that there will be a total increase in the working population in 
the entire country. do not impress us too greatly in Massachusetts. 
We still have our fingers crossed. 

Our purpose in testifying here today is not to predict a calamity. 
Nor do we wish to give the impression that our unemployment re 
serves appear to be insufficient at this moment to meet a sudden drop 
in employment such as we experienced in 1949, and again in 1951. 
But we have seen our reserves in Massachusetts drop off alarmingly 
on at least three occasions during recent years. As prudent and 
thoughtful persons we feel that the time to take precautions against 
a crisis is before it is too late. The Massachusetts CIO strongly 
recommends that a reasonable and liberal loan measure be adopted 
now that will protect States which, through some unforeseeable shift 
in the economy, are abruptly faced with widespread layoffs, leading 
to serious and prolonged idleness of good citizens who are willing 
and anxious to work for their living. 

It was not possible to chart in advance the slump that overtook us 
in Massachusetts just before Korea; nor can anyone now tell what 

ill be the effect on our Commonwealth if, as we all hope, peace 
aod be ones in the Far East. One thing we can be certain about 
is this: That by protecting our State unemployment-insurance sys- 
tems we are limiting the ravages and severity of national unemploy- 
ment. By keeping some supports under pure hasing power, we prevent 
a general collapse of the economy, locally and nationally. Those 
States whose economy has shown that they are likely to suffer rather 
sharp ups and downs should see to it that provisions are made well in 
advance of any emergency needs arising. 

The Massachusetts CIO is for the Forand bill because it is the 
best measure now before the Congress. We do say, however, that 
the proper solution would be to provide for outright grants to those 
States which may become insolvent because of peculiar or widespread 
and unpreventable economic difficulties. These grants should not be 
made, however, unless the State has taken the necessary steps to 
build its reserves to a proper level while employment is normal. Labor 
in Massachusetts feels that the so-called merit-rating system works 
out disadvantageously for all concerned, and prevents the accumula- 
tion of adequate reserves. Especially is this the case where the formula 
is so rigid that higher payments are resumed only after a serious 
drain on the funds have occurred. 

There is sufficient normal payroll income in Massachusetts to en- 
able our reserves to be built up to a point where we could be much, 
much safer than we have been at any time since World War II ended. 
The normal 2.7 tax is no hardship, and should simply be extended 
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long enough so that ratio of fund reserves to payroll would reach 
10 to 12 percent. As it is, the fund in Massachusetts will probably 
be held down to a 6 or 7 percent ratio to payroll. After the fund 
reaches a ratio of around 6 pe reent, contributions are reduced; and 
again when the fund builds up to 7 percent, a further reduction takes 
place. Experience has shown that this is not sound public policy, and, 
ndeed, is actually risky. 

The Massachusetts Industrial U nion Council estimates that the 
present taxable payroll in our State is around $4 billion, which, at the 
2.7 contributions rate, should yield roughly $108 million annually. 
Qur reserve fund today is about $188 million, an increase of $105 
million, from the low point in 1952. It is estimated that along in 
September of this year the fund may reach the $220 million mark. 
Very shortly thereafter employer contributions will be decreased. 
This is not a prudent policy in view of the facts of economic life in 
Massac _— ‘tts, as we have experienced them during the past decade. 

We realize that this may not be the forum to argue out the defects 
atthe merit-rating system, but this is most certainly the time and place 
to argue that if the Federal Government wishes to avoid having to 
come to the rescue of States which are in difficulties, that it require 
each and every State to put aside the necessary reserves so that there 
will be proper shelter against the proverbial rainy day. 

We. in New England. have had the bitter experience of the flight 
of ind istry, and have felt the harsh effects of technological changes, 

id the widespread fluctuation in many types of enterprise. A sound 
wh well-planned system of unemployment compensation is the best 
protect! on yet devised to assist the people who work for a living, and 


to maintain at least a adalat level of purchasing power. The enact- 
ment of a measure along the lines of the Forand bill is a necessary 
and sensible insurance against economic hazard. We must insist, 
however, that the Congress should make loans to the States needless 


by requiring the States to build their reserves to the point where the 
margin of safety is a good deal more substantial than has been the 
case in the Commonwealth of Massachusetts and other States similarly 
situated 

Mr. Mason. That is the end of your statement, Mr. Clifton ¢ 

Mr. Curerron. That tigen cere itement. 

Mr. Mason. Are there any qi stions 4 

Mr. Clifton, we thank vou for this statement and the clarificati 
as you see it, of your standpoint. All standpoints should be considered 
by an impartial jury. I assure you that I think this committee is an 
partial jury. 

Mr. Cuirron. Thank vou. Mr. Congressman 

Mr. Mason. The next witness is Mr. Thomas Bride. Administrator, 
Department of Emplovment Security, Providence. R. eB 

Mr. Foranp. Mr. Chairman. Mr. Bride is going to help answer 
questions, but (sovernor Roberts will give the testimony tor the 
state. 

Mr. Mason. That will be all right. 

Mr. Foranp. I am happy to say that I have known that Governor 
Roberts for many years, long before he was Governor, was vitally 
interested in this problem that faces our State. Although the State 


leoislature 1s In session. which means to you and to me that he is 


Bnew 


UNEMPLOYMENT INSURANCE 115 


a busy man, he flew here today to give his testimony, and to help the 
committee solve this very difficult problem. 

Mr. Mason. We appreciate that fact very much. 

Now, Governor, if you will give the reporter your name and the 
capacity in which you appear for the record, we will proceed. 


STATEMENT OF HON. DENNIS J. ROBERTS, GOVERNOR OF RHODE 
ISLAND, ACCOMPANIED BY THOMAS BRIDE, ADMINISTRATOR, 
DEPARTMENT OF EMPLOYMENT SECURITY, PROVIDENCE, R. I. 


Governor Roserts. I am Dennis J. Roberts, Governor of the State 
of Rhode Island, Providence, R. I. 

The critical condition of the employment-security program in 
Rhode Island has prompted me to appear before you to urge the 
passage of the Forand bill, H. R. 2261, providing for Federal grants to 
States whose unemployment-compensation funds are threatened with 
insolvency. 

No State has prov ided clearer proof of the great value of unemploy 
ment insurance than Rhode Island, and yet, over the years, Rhode 
Island has had the most trying experience of any State in balancing 
benefit expenditures with income from taxes. 

Despite our unremitting efforts to bring our income into balance 
with our expenditures, we find ourselves at this point facing the 
imminent threat of insolvency. 

As of this month, the fund reserves stand at less than $24 million, 
or only 3849 percent of taxable payroll. How unsafe this balance is 
can be seen from the fact that in 1 year alone, 1949, Rhode Island paid 
out in benefits more than 6,2, percent of its taxable pay rolls. Another 
such year could easily W ipe out our reserves and result in the collapse 
of our entire system. 

Since the beginning of the unemployment-compensation program, 
Rhode Island has experienced a igh rate of benefit expenditures. 
Irrespective of general conditions in the country at large, the costs of 
the unemployment-compensation program in Rhode Island have been 
among the highest in the Nation and frequently the highest of any 
State in the ratio of benefits to taxable wages. 

All studies conducted have revealed, with ample documentation, 
that the cause of Rhode Island’s high benefit costs, lies wholly o1 
almost so, in the nature of its economy—an economy marked by a 
high degree of industrialization with a concentration in unstable and 
seasonal industries and with a resultant high percentage ot insured 
employment. 

Moreover, our rate of insured unemployment has always been higher 
than the national average and frequently it has 2 or 3 times 
as high. Seldom have we had less than 6 percent of insured 
unemployment and often higher than 10 percent. Moreover, in con 
trast to many States, Rhode Island can expect this pattern of high 
unemployment and high benefit costs to be repeated year after year. 

Recognizing the need for a more balanced and more diversified 
economy, the Rhode Island Legislature, at my suggestion, established a 
State development. council charged with the responsibility of aiding 
the expansion of existing industry and the attracting of new ones 
into the State. 
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\s an inducement for new industries to settle in the State, a group 

leading businessmen has established a corporation for financing 
the construction of new plants. We are also bending all our ef fforts 
Lo develop and exploit other sources of income, such as our port and 
recreational facilities. Through the efforts of our State development 
council and these other groups, a number of new industries have re- 
cently located in Rhode Island, and we are hopeful that others will 
follow. 

We must, however, recognize that this is necessarily a long-range 
program and that we are still far distant from achieving our objec 
tives of an adequate diversified economy. In the me antime, misfor 
tune ¢ vier | strike us and thus, in the absence of proper safeguards, do 
Irrepara » damage to Rhode Island and to the future of our State 
unemp . lent-compens: ition system. 

There are those who blind themselves to the true basic cause of our 
prol blem an m atte mpt to attribute our high benefit costs to a so-called 


ereater liberality of the benefit provisions of our law. Even the most 
ursory examination of the facts will show this view to be completely 
erroneous. In the first place, as far as the weekly benefit rate is con 


erned, some 22 States have a h ohe maximum than Rhode Island, 
while only 15, and none of these industrial States, are lower. This 
means, therefore, that about 65 pel ent of the covered workers in the 
United States have, on the average, a higher maximum rate than 
1e insured workers in Rhode Island. 

Again, since the average weekly wage for industrial workers in 
Rhode Island is approximately S60, our Maximum weekly benefit rate 
Of S25 « ompensates for o1 ly about 40 perce! it of a worker’s wage loss. 
Our average wage-loss offset in benefits is significantly lower than that 
of many other States, and the discrepancy is even greater 1f we com- 


h provide for dependent’s 


pare our rates with those of States whie 
illow ices, 
Whi n we compare duration of benefits with other States, we find 
Rh ( de I sland workers are at an even greater disadvantage. The 
0th of claimants eligible for maximum duration in Rhode 
Island is the lowest of any State in the country. These are facts 
whi } together with ot hers \\ hich can be recited, demonstrate clearly 
il il the thode Islai d program, rather than being more liberal, is less 
dequate in the more important aspects, than the programs of most 
other States. 
Still with ane ye alw Lys TO the future, and with full recognition of 
the need for a sound program as well as sound economy, we persist in 
ontinuously scrutinizing our program in an effort to discover ways 


] 


to tighten oul control. effect savings, and generally strenothen the 


In recent vears, earnings’ requirements have been increased and 
stronger proof of attachment to the labor market required. In addi- 
tion. I have only recently caused legislation to be introduced in the 
‘urrent session of our legislature which is designed to further 
strengthen the system. The urgency of our situation has demanded 
that these steps be taken. To pursue this course further would tend 
to destroy the effectiveness of the benefit provisions and thus defeat 
the very purposes for which the program has been established. 

Recognizing the need for introducing greater diversity in its econ- 

Rhode Island has, as I have indicated, actively embarked upon 
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programs for encouraging new industries to locate within the State. 
Our efforts are made that much more difficult by virtue of the fact that 
in only 3 years since the inception of the program 17 years ago, has 
the employers’ tax been below the rate of 2749 percent. To raise this 
maximum rate above the 27,9 percent would be risky and unrealistic. 
It would further aggravate our competitive disadvantages, and would 
be a substantial deterrent in attracting new industries to locate within 
our borders. The added burden of higher taxes would fall upon out 
dominant industries, further complicating their already formidable 
operating problems. Virtually no plant would escape the highest tax 
rate. Kar from contributing to oreater stability in these industries, 
this would havea disruptive effect on a major segment of our economy 
and produce higher unemployment. 

The question, therefore, that faces Rhode Island how, and perhaps 
will face other States in the near future, is whether such States can 
maintain a meaningful and effective system of unemployment compen 
sation. It is obvious that a reasonably serious decline in employment 
would imperil the Rhode Island system and expose others to high 
habilities. In view of the limited resources of the States to cope with 
such situations on their own, only the Federal Government can provide 
the necessary supplemental relief. 

A plan under which the weaker States are protected against bank- 
ruptey by a Federal grants-in-aid program, and which allows the 
States to administer and work out their own peculiar problems, is the 
best guaranty for the maintenance of an independent State system. 

On the basis of all considerations, I am persuaded that nonrepayable 
grants or reinsurance of depleted State funds as embodied in the 
Forand bill, H. R. 2261, provide the only satisfactory answer to our 
financial problems. Since there is no guaranty that more States will 
not, sooner or later, find themselves in the same predicament as Rhode 
Island, it is indeed shortsighted to hold that each State can overcome 
the solvency problem by itself. 

The principle of Federal grants in-aid has been long established 
in many areas of Federal-State relationships. In fact. the grants-in 
aid principle is followed in the allocation of funds by the Federal 
Government to the States for the administration of their unemploy 
ment compensation programs. ‘These funds are collected through a 
Federal tax of three-tenths of 1 percent of covered payrolls, but the 
amounts reallocated to the various States are determined by their 
needs rather than by their contributions to this fund. States may 
receive, based upon the costs of their administration, more or less 
than the proportionate share of the contributions made by their em 
ployers. In 1952, 12 States were receiving amounts in excess of their 
contributions. It would not be inconsistent, therefore, to use some of 
this very same money to extend this principle to a more important 
phase of the unemployment compensation program for the purpose 
of insuring the solvency of the funds and the continued payment of 
benefits to unemployed workers. 

The principle of Federal grants in-aid, moreover, is also recognized 
in the Mills bill, H. R. 3530. In addition to its loan provisions, the 
Mills bill provides for a redistribution of this very same excess of 
three-tenths of 1 percent collected by the Federal Government among 
the States for use either for administrative costs or the payment of 
benefits. 








118 UNEMPLOYMENT INSURANCE 


for a loan plan, it assumes that the level of insured unemploy- 
ment will not be permanently high and is not likely to recur except 
at reasonably long intervals which would provide sufficient time for 
the recouping of the occ eer ne avy drains from the fund. Un- 
fortunately, this is not the case 1 Rhode Island, which has suffered 
deficits in 4 out of the last 5 years, years of higher employment on a 
nationwide basis than had ever been achieved in our history. Our 
unfavorable financial situation has been reached in spite of the fact 
that Rhode Island has imposed the highest average tax rate of any 
tate over the years in which the program has been in effect. More- 
over, there is every indication that with persisting high rates of unem- 
ployment, benefit costs will be such as to leave no yearly operating 
surpluses with which a loan could be repaid. 

The need for Federal assistance is at the moment most urgent in 
Rhode Island. But there is no assurance that other States will not 
sooner or later find themselves in the same perilous position. Some 
States have already experienced conditions approaching those in 
Rhode Island. If another wave of widespread unemployment should 
take place, other industrialized States will inevitably be faced with 
rising costs and steadily diminishing benefit reserves. 

The only solution for the critical financial problem which now 
confronts us would be an outright nonrepayable grant from the Fed- 
eral Government. Therefore, I earnestly hope that you will give 
favorable consideration to passage of the Forand bill to provide such 
grants-in-aid as the most effective method of ensuring the continued 
solvency of these trust funds, not only in Rhode Island, but in all 
of the 48 States. 

Phe CHamman. Does that complete your statement, Governor 


Gove ror Roperts. Yes, sir, Mr. Chairman. 

Phe Cuairman. We are highly honored to have you with us today. 
We thank you for your statement. 

Are there any que stions ? 

Mr. Foranp. Mr. Chairman, before we ask questions, I believe the 
Governor would want to have his entire statement as part of the record. 
Chere are a number of tables that are very interesting. 

Che CHairnman. Without objection, it is so ordered. 

(The data referred to follows:) 


STATEMENT IN SUPPORT OF PENDING LEGISLATION, H. R. 2261, To ProvipE For 
FEDERAL GRANTS TO STATES’ UNEMPLOYMENT FUNDS (SUPPLEMENTED BY STA 
STICAL CHARTS AND TARLES) 


Submitted by Dennis J. Roberts, Governor of the State of Rhode Island, April 15, 
1953 ) 


The materials contained in this presentation are intended to supply an objec- 
tive basis for a proper determination by Congress of a workable method for 


insuring the continued solveney of the unemployment-insurance reserve funds of 


the State 


It is hoped that a perusal of these materials will lead the Congress to the 
onclusion that in a Federal-grant provision lies the solution to the solvency 
problems of the several States. 

The high level of unemployment and resulting heavy benefit outlays of the 
past 4 to 5 years ha brought the Rhode Island unemployment-insurance reserve 
fund to such a dangerously low level that it is now threatened with insolvency. 
Although this threat of insolvency is presently most serious in Rhode Island, 
evidence indicates that some other States face potential insolvency in the future, 
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How real this threat of insolvency is in Rhode Island may be seen in the fact 
that its benefit reserves would not be sufficient to meet the liabilities for even 
1 year such as was experienced in 1949. As of this month, the fund reserves 
stand at less than $24 million, or 3.8 percent of taxable payrolls. In 1 year alone, 
1949, Rhode Island paid out more than $31 million in benefits to its unemployed 
workers. 

While the 6.2-percent-expenditure rate in 1949 was the highest ever experienced 
in Rhode Island, or in any other State, that year was only one of many years 
during which Rhode Island’s benefit outlays exceeded its tax collections, In 
fact, for the entire 5-year period, 1948-52, Rhode Island showed substantial 
excesses of benefit expenditures over income 

This has brought about a rapid and continuous depletion of fund reserves 
to the present 3.8-percent level. This, despite the fact that we have maintained 
@ maximum 2.7-percent tax on all employers for all but 24. years of the entire 
operation of the program. 

Our financial plight led us to be the first State to conduct in 1949-50, a com 
prehensive study, Benefit Financing and Solvency of the Employment Security 
Fund, to determine the varying effects of the several factors entering into our 
cost experience and to work out an estimate of what would be our benefit obli 
gations and the fund reserves we required over an entire business cycle; and 
what tax rates would be required to tinance our program over such a period 

The findings of the benefit financing study revealed, with ample documentation, 
that the cause of Rhode Island’s high-benefit costs lies almost wholly in the 
nature of its eeonomy—an economy marked by a high degree of industrialization 
with a concentration in unstable and seasonal industries and with a resultant 
high percentage of insured unemployment. Average insured unemployment as a 
percentage of insured labor force has been 7.88 percent in Rhode Island in the 
period 1947-52 as compared with a United States average of 3.94 percent during 
the same period. 

Rhode Island is one of the most highly industrialized States in the Nation. 
Its lack of natural resources and its limited agriculture inevitably force it to 
rely primarily on manufacturing. 

Manufacturing provides about 50 percent of the State’s total of jobs, which, 
in itself, tends to make for an unstable economy Sut this further aggravated 
by the fact that 70 percent of this manufacturing employment is in the even less 
stable light-consumer-goods industries. Textiles alone Comprise 45 percent of 
manufacturing employment, and jewelry, 16 percent 

Again it should be stressed that this high level of industrialization inevitably 
leads to a high percentage of insured workers ; and, in fact, Rhode Island has the 
highest percentage of insured workers of any State in the Nation. This makes 
for a high benefit liability which, when coupled with unstable and seasonal 
industries, results in consistently high claim loads and high benefit outlays. 
Moreover, in contrast to most other States, Rhode Island can expect this pattern 
of benefit costs to be repeated year after year 

Thus, the trend of unemployment in Rhode Island in recent years, as in earlier 
years, has been contrary to the trend in the rest of the country. 

The unemployment rate has been higher for Rhode Island than the average 
for the Nation for the past 15 years. It has been the highest of any State for 
practically every vear during this period, and there is every likelihood that it 
will continue to be so in the future. 

These high unemployment levels have resulted in heavy benefit costs; and 
these costs in turn, have resulted in successive annual deficits in the fund re 
serves. Benefit payments in Rhode Island as a percentage of taxable wages 
during the period 1938-52 averaged 2.36 percent as compared with a United States 
average of 1.19 percent and an average of 0.47 percent over the same period for 
the lowest-cost State. 

It is true that the costs of a benefit program are influenced by its provisions 
as to weekly and total amounts of benefits paid to workers. However, the study 
of our financing pointed out that it would be an error to assume that the high 
benefit costs of the Rhode Island unemployment-insurance system were due to 
any liberality of the provisions of the Rhode Island law, 

Neither in its benefit rate nor in its duration of benefits is the Rhode Island 
law unusually liberal. As a matter of fact, Rhode Island’s maximum weekly 
rate of $25 is exceeded in 17 States, is equaled in 17 other States, and there are 
only 16 jurisdictions which have a lower maximum rate. 

Moreover, if dependents’ allowances are taken into consideration, 24 States 
have a higher maximum rate than Rhode Island, and only 14 have a lower 
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maximum. It is apparent that the Rhode Island program is not unduly liberal 
but in some respects can even be considered quite inadequate 

If we use duration rather than benefit rate as a measure of the adequacy of an 
unemployment-insurance system, the provisions of the Rhode Island law are 
even more inadequate in this respect Che percentage of claimants eligible for 
the maximum duration in Rhode Island is less than the percentage eligible in 
{8 other other jurisdictions 

The current aver potential duration of about 18.3 weeks in Rhode Island 
I 29 other States. In 29 other States, the average claimants 
may draw benefits for a longer potential period than the 18.3 weeks possible in 
Rhode Island 

rhe actual average duration of benefits in Rhode Island in 1951 was 9.5 weeks 

pared with the United States average of 10.1 weeks and this despite the 

age of unemployment in Rhode Island that year was the 





highest in the Nation 
Rhode Island has recognized that it could not afford undue liberality and has 


n e positive efforts to strengthen its program where needed, such @s in re 
quiring cher earnings and greater attachment to the labor market as condi 
tions for drawing benefits There is a bill now pending before the legislature 
wl would further strengthen the program. However, there is a natural limit 
to how much more the program can be tightened either in its provisions or ad 
ministration before it becomes unduly cramped and restricted in providing wage 

offsets, thus defeating the very purpose for which it was established More 


over, even if Rhode Island were to curtail beyond any other State, it would 
not se ts financial proble m 

If further savings cannot be realized, how then can Rhode Island meet its 
enefit obligations? Obviously, this cannot be done with the present tax rate 





It might be argued that Rhode Island can raise its tax rate, but the present 
high tax te and the absence of an operating employer experience rating system 
has eady placed Rhode Island at a serious competitive disadvantage which 
would be accentuated by an additional increase in the tax rate. Any further 
aggravation of this situation muy give rise to broader or more serious problems 

It may be argued that some States have raised their rates above 2.7 percent of 
taxable payi s However, the maximum rate of contributions in these States 
W devised as penalty rate It is paid (if at all) by such an insignificant 

er of employers that its tax yield is inconsequential. One of these States 
Vpi of the group, with a maximum penalty rate of 4 percent had an actual 
ve vield in 1! r OST percent 

N ndivid State could apply rates of contribution in excess of 2.7 percent 

g gment of emplovers, to produce a significantly greater tax yield, 
without permanent damage to the « petitive position of its industries. The 
mate eff of this policy would increase unemployment and further deplete 
1 rese s by literally forcing industry to locate in other States with more 

1a I ( ‘ 

I vould be particularly true in Rhode Island where our chief providers of 
employment, the Jewelry and textile industries, would in general be taxed at a 

e in excess of 2.7 percent Those of our industries least able to stand a tax 
nerease would be the group to suffer the most 

ce the economy of the State is the basic problem, it is now recognized that 
the nly remedy for the situation would be to strengthen the economy. This 
he do through establishment of new industry and the bringing about of 
greater stability in existing industries Action has already been taken in this 
Recognizing the need for diversification of industry, the Rhode Island Legis- 


ire, at my sugvestion, established a State development council. charg d with 
the responsibility of aiding the expansion of old industry and the attracting of 
ew ones into the State 
In addition, a group of leading businessmen have established a corporation for 
I r. Weare 
so bending all our efforts to develop and exploit other sources of income, such 
as our port and recreational facilities 
‘ not be expected, however, that the vigorous efforts now being made to 
strengthen Rhode Island’s economy will be productive of any tangible results in 
the near future Chey cannot be depended upon to provide relief quickly enough 


ge ne plants so as to niake settlement of new industries e: 
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Rhode Island’s experience throughout the history of its unemployment-insur- 
ance program has been such as to lead to the conclusion that a self-supporting 
benefit program—that is to say, one supported entirely by Rhode Island in- 
dustry—is all but impossible of attainment. 

Why not transfer employee contributions from the temporary disability 
insurance funds to the unemployment insurance fund? 

In 1947 when unemployment insurance fund reserves stood at an all-time high 
of $77 million or 13 percent of annual taxable payrolls, a transfer of $29 million 
to the TDI fund was negotiated. 

This $29 million represented employee contributions at 1 percent of taxable 
wages in 1937, 144 percent from 1938 to 1941 inclusive, and one-half of 1 percent 
from 1942 to July 1, 1946. 

At the inception of the program in 1936 only 9 States provided for employee 
contributions in addition to the employer contribution Only Alabama and 
New Jersey continue to collect employee contributions at the present time. In 
Alabama the employee contribution itor unemployment insurance varies from 
one-tenth of 1 percent to 1 percent as the employer’s rate varies from one-half 
of 1 percent to 2.7 percent under the State experience-rating system. In New 
Jersey, employees pay one-fourth of 1 percent for unemployment insurance and 
three-fourths of 1 percent for disability insurance. The average rates of em 
ployer contributions in these States in 1951 were: Alabama, 1.2 percent; New 
Jersey, 1.44 percent. 

Most States not only financed the program on employer contributions alone, 
but in addition, built up such sizable reserves that reduced rates of employer 
contributions were operative over most of the years. The United States average 
rate of employer contributions, among all the States was only 1.64 percent in 
1951. 

Consequently, the Rhode Island reserve fund was not weakened any more by 
the transfer of employee contributions than 42 other jurisdictions were by not 
collecting them. The funds represented by employee contributions, therefore, 
are not basic to Rhode Island’s deficit financing or potential insolvency. is 
regarding employee contributions, Rhode Island has maintained the highest 
average employer rate of contributions over the years (2.5 percent) of any oft 
the 51 States but one (Washington, 2.52 percent) 

Our real solution lies in the strengthening of our economy to effect greater 
stability in our industrial pattern. This, however, is a long-range program, and 
to avoid disaster in the interim, our only recourse is to seek assistance from 
the Federal Government. That the Federal Government should guarantee the 
financial integrity of the unemployment insurance system is inherent in the phi 
losophy which gave rise to the nationwide system of unemployment insurances 
It was the Federal Government which saw the need for such insurance: and, 
therefore, it remains the responsibility of the Federal Government, for this and 
other reasons, to see that the Federal-State system so established shall not 
break down in any State for lack of funds. 

Furthermore, the assumption by the Federal Government of some measure of 
responsibility for the solvency of State funds is entirely consistent with the 
nature of the country’s economy wherein State boundaries are no barrier to the 
free flow of goods and where characteristically a product consumed throughout 
the Nation is produced only in a few States, the State thus having no means of 
controlling the demand for goods which support its industries 

That Rhode Island is in need of Federal assistance is beyond question. That 
this assistance should be in the form of a nonrepayable grant is equally clear. 

Two bills are presently being considered by Congress—the Forand bill (H. R 
~261) and the Mills bill (H. R. 3530). 

A summary of the provisions of each bill follows: 


THE FORAND BILL, H, R, 2261 

The bill in summary: 

1. All proceeds from the 0.8 percent Federal payroll tax are to be earmarked 
exclusively for the purposes of the employment security program 

2. From this money are to be made all title III grants to States for the ad 
ministration of the employment security program and also the budgets of the 
Federal agencies, such as the Department of Labor, the Treasury, etc., involved 
in the administration of the program, are to come from this fund. 

3. In addition, nonrepayable payments are to be made to States whose reserve 
funds are near exhaustion, providing these States meet certain prescribed 
conditions. 
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4. These conditions are as follows 
The State is only eligible to receive such a payment, “if the balance 
of such State’s unemployment fund falls below the amount of the compensa- 
n paid from such fund under the State unemployment compensation law in 
that calendar quarter of the preceding eight completed calendar quarters in 
which the amount of such compensation was highest.” 
b) The minimum required rate of contribution to the State fund must 


be at least 2.7 percent if the balance in the State fund is less than 6 percent 


the taxable payrolls or less than three-fifths of the unemployment compen- 
sation benefits paid from the fund during the last 5 years 
ILI —H. R 
Che bill in summary 
1 A three-tenths of 1 percent of tax collections under the Federal Unem 


ployment Tax Act are appropriated to a special account (the Federal unemploy 


ment account in the unemployment trust fund) to be used exclusively for 
employment-security program purposes 
” No changes are made in the initial responsibility of the Federal Govern- 
ment to provide States with necessary funds for proper and efficient adminis 
tration of employment-security programs. The Congress will continue to 
appropriate I ds to be allocated by the Secretary of Labor to the States. The 
appropriations would be charged to the special fund above noted. 
At the end of each fiscal year a part of any remaining balance in the special 
fund (tax collections not used to meet the administrative costs of the Federal- 


State employment-security program during the year) is to be used in the crea 


tion of a States’ reserve account, and the remainder of any such balance in the 

fund is to be proportionately credited to the unemployment trust funds of the 
re spect é stites 

Not! Twenty percent of any balance in the fund at the end of a fiscal 

year is to be diverted to the States’ reserve account until it reaches $100 


llion The allocation of the remainder to State unemployment trust 
funds will be governed by the relative size of covered payrolls under the 





laws of the respective States.) 

$4. Within a period of 5 years from the time an allocation has been made to a 
State’s trust account, the State may use the allocated funds for administrative 
cost purposes. In the event that allocated funds are not used for administra 
tive cost purposes within the time period specified, they are available only for the 
financing of benefits 

5. Any State with a dangerously depleted trust fund may secure an interest 
free advance from the States’ reserve account. It is expected that a State 
securing an advance will reimburse the reserve account within prescribed time 
limits. If such reimbursement is not made, the 90-percent tax offset allowed 
to the employers of that State under the provisions of the Federal Unemploy 
ment Tax Act is made subject to successive annual reductions. As a consequence, 
the employers of the State will be required to pay progressively more to the 
Federal Government than the three-tenths of 1 percent now paid by reason of 


the 90-percent offset. The additional taxes thus collected by the Federal Gov 
ernment will be applied to that State’s outstanding advance, and the process 
vill be continued until liquidation. Thus, the operation of such a reserve 


account designed to meet temporary and catastrophic situations in no mannet 
diminishes the responsibility of a State to completely finance the benefits which 
t has seen fit to provide 

This does not mean that we do not expect at some time that the State will be in 
an improved economic situation, but the burden of a loan imposes a further handi 
cap on our economy and serves as a further bar to the improvement of om 
ndustrial climate 

[t is not anticipated that we would continually have to call upon the Federal 
Government for grants, but we must in periods of decline have this assurance ot 
our solvency for the continued operation of our program 

Moreover, this reinsurance, so-called, is not a step toward federalization, any 
more than the provisions of the Mills bill We are not interested in federaliza 
tion, and we are not trying to bring it about either directly or indirectly. More 
over, we do not believe that the assistance plan proposed in H. R. 2261 will have 
this effect 

The enactment of H. R. 2261, the provisions of which provide a much more 
effective guaranty of the continued solvency of State unemployment insurance 
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reserve funds than do the provisions of H. R. 3530 would substantially strengthen 
our present program. 

Moreover, the principle underlying nonrepayable grants to States for benefit 
payment purposes Is one that has been accepted since the beginning of the 
program in the allocation of administrative funds. Since the beginning of the 
program it has been recognized that the proceeds of the Federal Unemployment 
Tax Act provide a pooled fund serving as the source of funds for the grants 
appropriated by the Congress to pay the administrative costs of the 51 State 
employment security programs. Grants have always been made on the basis 
of need without reference to State contributions In 1950, for instance, some 
18 States received a total of almost $5 million more for administrative purposes 
than had been collected from them by the 0.8 percent tax. The provisions of 
H. R. 2261, in effect, extend the same principle of pooling and earmarking that 
portion of these same funds, not used for administrative grants, for grants-in-aid 
to States whose benefit reserves are insufficient to meet their benefit liabilities 
Although Rhode Island is at the moment closest to insolvency, a nationwide de 
pression could easily bring more States to the same predicament 

A repayable loan, such as is provided in the Mills bill (H. R. 3530), will not 
relieve our situation. Once we reach the point where our fund is insolvent, it 
will not be possible for us to repay a loan and at the same time improve our 
financial position. 

When the Rhode Island reserve fund dropped to a low of about $5 million 
despite maximum employer contributions of 2.7 percent, H. R. 3530 proposes a 
Federal loan to tide us over this temporary emergency. It is apparent that Rhode 
Island’s emergency is not temporary, but relatively permanent. Moreover, it is 
doubtful whether the Rhode Island Legislature could incur the additional indebt- 
edness, imposed by a loan, without a constitutional referendum. 

At this point the Mills bill proposes to reduce the 90 percent write-off clause 
in the Unemployment Tax Act to that point necessary to recover the amount of 
the loan. The end result would be an increased tax levy on all employers in an 
amount in excess of 2.7 percent necessary to effect a balance between benefit 
expenditures and tax income. 

In effect, then, the Mills bill offers no solution to insolvency, but rather, 
imposes an additional tax upon employers, to finance repayment of the loan. 
Rhode Island would require a standard rate of about 3.5 percent for all employ- 
ers either under the repayable loan or by State legislation. As previously stated, 
the result of this excessively high tax rate would ultimately increase unemploy- 
ment, benefit expenditures, and employer rates of contribution, and literally 
force industry to operate in other States with more favorable rates. New indus- 
try would be discouraged from locating in Rhode Island. This industrial attri 
tion without compensating replenishment would result in economie decadence. 

The Mills bill would return to the individual States their proportionate share 
of the excess of the three-tenths of 1 percent tax collections not used to meet the 
administrative costs of the Federal State employment security programs during 
each year. States which now have fund reserves larger than would ever be neces 
sary in any conceivable contingency, would literally have forced upon them addi- 
tional funds for which they have no need. In contrast, this allocation to the 
high-benefit-cost States would be so insignificant as to be inconsequential to their 
deficit financing. 

These additional monies allocated to the States would disrupt budgetary con 
trol of efficient economical administrative expenses. A State administrative 
budget, for any fiscal year, would be based upon those expenses necessary to 
sound economical operation of its program. Subsequently, the proportionate 
share of those monies not allocated for such economical operation would be 
returned to the States with the proviso that such monies must be expended 
within 5 years for administrative purposes or be placed in the reserve fund after 
that period. 

Such an arrangement might encourage individual States to expend these 
monies, which are returned, for administrative expenses over and above those 
necessary to assure sound economical administration. 

In view of all this, it must be clear that Rhode Island is not only in need of 
Federal assistance, but that such assistance must be in the form of a nonrepay- 
able grant to insure its benefit fund against insolvency and to prevent the break- 
down of its benefit program. We do not enjoy our present predicament. We 
do not like the attention given to it. We are anxious to solve our own problems, 
and to the extent that this is within our control, we will. It is only when we 
might falter because of factors beyond our control that we would like to have 
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the type of financial assistance provided by H. R. 2261 available. I might also 
idd that our plight has awakened the other States to the fact that our burden 
today can be theirs tomorrow and that now is the time to provide the necessary 
nd most «effective safeguards to protect against insolvency. To that extent we 
are pleased with the knowledge that we have made a lasting contribution to the 


preservation of this system in each State. 





















I erpt f I the Providence J rnal entitles Reinsurance Funs January 15, 1953 


Congress wou do we to give the question of reinsuring State unemploy- 
ent funds more serious consideration than it has during the past 5 years. 
The Rhode Island delegation’s announced intention to press the issue anew in 
the current session will provide the opportunity for positive legislative action 
rhe fact that this State was unable to increase the reserves of its jobless 
fund because of high rates of seasonable unemployment in major consumer 


ndustries last year, naturally prompts renewed effort by its Senators and Rep- 


resentatives in this important matte! Not only this misfortune but Rhode 
Island’s experience over several years had demonstrated the need for Federal 
ins hee 

It should be constantly remembered, particularly by all Members of Congress, 
that thie nemplo ent fund program never hus been subjected to the acid test 
of widespread unemployment in this country Kor the past dozen years the 
national average rate of employment has been abnormally high. 

The reasons, of course, are plail World War II created the problem of 
ib scurcity Immediately after the end of that conflict, the long unsatisfied 
lemand f civilian goods, both durable and nondurable, put pressure on pro 
ductior Naturally, allowing fo ecessary adjustments in the labor market 
as the Nation moved from war to peace, employment remained high. Hardly 
had the ar-created shortages of Consumer goods been overcome when the new 
efense program Was launche Thus full employment was given another 
fresh lease 


In such circumstances, most of the States not only have had no worries 


ihout their jobless funds but have seen them grow to a point that leaves these 
fortunate States completely cold to the suggestion of Federal reinsurance. But 
uch indifference could change almost overnight if the country were to be caught 


igain in the grip of a great depressior 
“If they but realize it now, such States could profit greatly from a study of 


Rhode Island's experience with its jobless fund lor this State has had enough 
experienc ith extraordinary degrees of unemployment to know that even the 
highest practicable rate of on for this purpose offers no assurance of 


solvency of its fund in the event of prolonged nationa epression 


Yet our ¢ perience could eas vy soon be the experience of all the other 


States if depression should strike To maintain the solvency of their unem- 
ployment compensation system would in all likelihood require Federal assist 
nee To be prepared against such eventuality is the opportunity which the 
Rhode Ish: delegation is presenting to Congress, not alone for the protection 
of tl = te but all the State 


Editorial, Providence Journal Co., December 30, 1952] 
“DES DILEMMA 


The acute dilemma confronting Rhode Island’s unemployment compensation 
vstem is highlighted once again by year-end reports of the State department of 
employment security and the Federal Department of Labor. 
hode Island, the Washingten agency reveals, is the only State in the entire 
country which failed during 1952 to fatten its unemployment compensation reserve 

ind. Locally, the department of employment security fills out this bleak pattern 
by reporting that the system paid out this year about $150,000 more than it re 
ceived in taxes, and was barely saved from going into the red by interest col- 
ected on its reserve fund. 

For worker and boss both, this is a grim business. To the worker, the 
situation means that the fund is in poor shape to protect him against the 
consequences of a sharp or prolonged business slump. To management, it holds 
out little prospect of relief from an unemployment compensation tax burden 
most double the national average. 
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“Thus our State is caught inside a vicious circle. The high unemployment 
compensation tax rate helps to put Rhode Island industry at a competitive 
disadvantage. This handicap results in a lower volume of business, which means 
thinner pay envelopes and less jobs Sut the fewer jobs there are, the heavier 
the demands on department of employment security for compensation benefits 
which leads straight back to the high unemployment compensation tax rate. 

“Although there are still some things that could—and certainly should—be 
done locally to tighten up operation of the system, the source of real relief lies in 
Washington. Only an arrangement for Federal reinsurance of State unemploy- 
ment compensation reserves, we believe, offers genuine hope of getting our 
system into shape to extend reliable protection to the worker without piling 
competitive handicaps on his boss. 

“But here we run smack into the political facts of life. Federal reinsurance 
could be inaugurated only by act of Congress, and Congress represents all 48 
States. If the unemployment compensation system is doing well in 47 States, 
who’s going to worry about Rhode Island’s problem? 

“Well, certainly Rhode Island’s Representatives in Congress ought to. They 
have made a try in the past to stir some interest in Federal reinsurance, without 
any luck. We hope they will try again, and try harder, at the forthcoming 


session.” 


STATISTICAL APPENDIX CONTAINING TABLES AND CHARTS 


RHODE ISLAND BENEFIT FINANCING EXPERIENCE 


The high level of unemployment and resulting heavy benefit outlays of the 
past 4 to 5 years have brought the Rhode Island benefit fund down to a dan- 
gerously low reserve level so that it is now threatened with insolvency. Although 
the threat of insolvency is presently more serious in Rhode Island, there is 
ample evidence to indicate that other States may find themselves in the same 
situation in the future. 

How real this threat of insolvency is in Rhode Island may be seen in the 
fact that its benefit reserves would not be sufficient to meet the liabilities for 
even 1 other year such as was experienced in 1949. As of this month, the 
reserves stand at approximately $23,000,000. But in 1 year alone, 1949, Rhode 
Island paid out more than $31,000,000 in benefits to its unemployed workers. 

While the 6.2 percent expenditure rate was the highest ever experienced in 
Rhode Island, or in any other State, the year 1949 was not the only year during 
which Rhode Island’s benefit outlays exceeded its tax collections. In fact, for the 
entire 5-year period 1948-52, Rhode Island showed substantial excesses of bene- 
fit outlays over income. 

This has brought about a rapid and continuous depletion of our fund. Our 
reserves stand now at only 3.8 percent of our taxable payrolls. This despite the 
fact that we have maintained a maximum 2.7 percent tax on all employers for 
all but 2% years of the entire operation of the program. 

Rhode Island has the lowest reserve percentage of any of the 51 jurisdictions 


Fund reserves, ratio to taxable wages, 1951 


Reserves as a percentage 
of tarable wages (percent) 
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Lowest State, Rhode Island 
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L937 $114, 004. 65 | 1946 $1, 393, 461. 30 
10238 16, 300. 95 | 1947 1, 460, 155. 18 
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1944 984, 514. 67 
1945 1, 270, S93. 65 Total $11, 049, 060. TE 
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RHODE ISLAND 


FUNDS AVAILABLE FOR BENEFITS AS PER CENT OF TAXABLE PAYROLL® 
URDER STATE UNEMPLOYMENT COMPENSATION LAWS, DECEMBER 1952 


Funds Avaiteble Funds as Per Cent of Payroll 
(im thousanes)? O 3 6 9 12 15 18 
Se ME a s598 56,327,535 a = 2 > 
1, MowreMe 0. 939526 ns = 1. 2 
2.100... ee 0 7 a 87> > 
p KENTUCKY. oe (0,66) ns 8 72.5 
a. MW JERSEY ....-. 477,660 i 8 2 2 
5. WASHINGTON ...... 167,632 iS 2 
6 WISCOMSIN.....+.. 207,56) = 7) 6 
8. ARIZONA ... #0 408 11.3 
eee i. PEE Sea 
10. WEw MEXICO... .« 32,256 1.2 
13. WEVADA . ..... -« 1,203 11.0 
15. WYOMING .-...- 15,686 10.5 
16. MISSOURI ++ 220,507 10.2 
re. LOUISIANA ., 6 ™; STRAT RS 
19. UTAM oo 216 a oo 
20+ VERMOMT — 16,100 = 105 
2). CEORGIA ... .-. 127,605 EE =; f 
22. MEW YORK... .... 1,391,005 A =o. 
23- DIST OF COwume(s 6 sy 6 SE >. 
20. IME .- 000 . - rT 
28- OMO coo 620,457 i =; 
26- SOUTH DAKOTA .. M8 ee 
27 CALIFORNIA .... 705.51 i > > 
ze. woRTH DaKoTS «... «= 1,056 ET o> 
29- WEBRASKA ... ve eS 
30 KANSAS .......... 0102 8 5 > 
31. MIMMESOTA ...... 130,106 &.8 
32. WEST VIRGINIA... 91.239 8.8 
33. VEWWESSEE ....--. 107,158 fe 8.6 
34. ARKANSAS... 000, 3,7 ee 2 
35- MARYLAND... 129,975 ES 5. 
36. INDIANA. 4...0- 222,929 : a.? 
38. SOWTH CAROL IAA 65,715 SRO ES ee 7.8 
sp. MICHIGAN... ..... 979,00) A 8 + ¢ 
<0. FLORA... 0 i >. 
M1 TES 0 6 200,160 I 8 7s 
az. WLUINORS . .... 2,0 i 72. 
43. VIRGINIA... 2-206 0.579 i 7. 
at. ALABAMA .. ..,.. ? 7? i 7 0 
a5 Mev WaPsWiRe ... 21,908 ST co 
46- PemuSyivania.... 56) 020 GU << o 
47, OKLAKOMA... 53,335 EE =o _7 
0 OFLMRE ..... 16,00 ST so 
OO GLABRA. coe. caeres 9,756 Ti 8s 2 
$0- MASSACHUSETTS . is3,309 (is 
St- RHODE ISLaKD ..-- 23,293 YY 3.9 
Data fron Bureau of Baploywent Security, “Taxable poyroll during fiscal wor 1952 + 1952 


based upon tobulations of state agencies > runds avciladle for benefits as of Decenber 31, 1952 


INSURED UNEMPLOYMENT 


Rhode Island is one of the most highly industrialized States in the Nation. 
Its lack of natural resources and its limited agriculture inevitably force it to 
concentrate on manufacturing. 

Manufacturing provides nearly 50 percent of the State’s total of jobs, which, 





in itself, tends to make for an unstable ecor omy, But this is further aggra- 
vated by the fact that 70 nt of this manufacturing employment is in the 
even less stable light-consumer goods industries Textiles alone comprise 45 


percent of manufacturing employment, and jewelry, 16 percent, 











\ I 1 in ESSE hat : gh level of industrialization inevitably 
perce ge of I rkers; and, in fact, Rhode Island has 
t hes ( ore f wsured Ww ers of nv State in this country. This 
I I benefit lial ty wl i en coupled with unstable and sea- 
eS] ! ‘ oh « oads and high benefit outlays. 
f ‘ ( y revealed, with ample documen 
© of Rhode a l high benefit costs lies who y, or almost 
‘ ‘ ‘ n ‘ ( marked | a high degree 
of ist zation with a concentration in unstable and sea al industries and 
v ( high percentage of insured employment. 
R I d has experienced the highest percentage of insured unemploy 
( l isdictior 
t, as percentage of insured la fore 1947 1952 
Percent 
R I 7. SS 
{ S ‘ 3. 94 
Hig! S R ! 7.88 
J f St I 1.3 


POSTWAR UNEMPLOYMENT -RHODE ISLAND AND U.S 
(AS PERCENT OF TOTAL LABOR FORCE) 
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DISTRIBUTION OF ALL COVERED EMPLOYMENT 


FIMAWCE, INSORAMCE EWELRY & SILVERWARE 
§ REAL ESTATE 4.0% 5 a0 


FADRMATED METAL 


ELECTRICAL MACHINERY 


AND MANUFACTURING EMPLOYMENT BY PERCENTAGE -/950 





rAX RATES 


During the last 2 years when Rhode Island was taxing employers the maxi- 
mum rate of 2.7 percent and, still not covering its benefit disbursements, most 
other States were operating on greatly reduced rates and building up their 
reserves. 

During this period only 1 other State maintained a 2.7 percent tax for 2 con- 
secutive years and only 8 other States charged 2.7 percent in 1 year; and many 
States were operating on a tax rate of less than 1 percent. 

Rhode Island has collected the highest rates of employer contributions of any 
of the 51 jurisdictions but one (Washington). 


Contributions, percentage of tarable wages 19388-1952 


Rhode Island . 
United States average 
Highest State—Washington , 
Lowest State—Delaware l 








Rhode Island Department of Employment Security—Employment security 
tverage employer contribution rate and ratio of benefits to taxable wages, 
calendar years 1938-52 


A ¢ Rat ( \ 1 R I € 
Year loy fit t Year ‘ t } 
bution rate \ b W 
Pe Pe I I 
1638 0 { 194 2 
139 ) 9 4 | » 11 1. 88 
10) 1 14 
41 0 449 s 
142 “() ! i) 7 xg 
143 0 % ) 
1944 " r 1 
45 70 ) 
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BENEFIT EXPENDITURES 


The unemployment rate has been higher for Rhode Island than the average for 
the Nation for the past 15 years. It has been the highest of any State for prac 
tically every year during this period and there is every likelihood that it will 
continue to be so in the future. 

For example, since 1947 this unemployment rate has seldom fallen below 11 
percent while the national average has rarely been above 5 percent. 

Thus, the trend of unemployment in Rhode Island has in recent years been, as 
in earlier years, contrary to the trend of the rest of the country. During 1951, 
insured unemployment in the Nation was at the low average level of 3.9 percent. 
In Rhode Island during that year, insured unemployment averaged 7.5 percent 
or 2 times the national average 

Rhode Island has paid the greatest amount of benefits (as a percentage of 
taxable wages) of any of the 51 jurisdictions, 


Benefit payments, as a percentage of taxable wages 1938-52 | 
Percent 

Rhode Island ‘ 2. 36 | 
United States average ‘ aioe tl cal 1.19 
Highest State, Rhode Island icin bain aia anleiap itindecr aplasia 


Lowest State, South Dakota 47 











Rhode Island Department of Employment Security—Employment security 
Ratio (percent) of benefits to tarable wages, calendar years 1941-52 


| | 
Ratio of | Ratio of 
Net benefit laxable benefits to Net benefit Taxable | benefits to 
payment wages taxable payments wages } taxable 
‘ | wages 


Year 


Percent Percent 
1941 $3, 569,781 | $339, 119, 650 1.052 || 1947 $9, 779, 178 | $517, 798, 265 1. 888 
1942 4, 703, 859 441, 313, 731 1. 065 1948 14, 259, 303 552, 798, 656 2. 579 
1943 1, 326, 421 468, 655, 781 283 1949 31, 395, 497 505, 358, 233 6. 212 
1944 1, 226, 506 457,881, 551 267 1950 16, 216, 277 559, 666, 318 2. 897 
1945 5, 172, O87 431, 175, 521 199 1951 17, 408, 018 600, 863, 886 2. 897 
194¢ 10, 852, 176 468, 060, 823 2. 318 1952 16, 404, 267 605, 914, 000 2 707 


Estimated. 
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RATIO OF BENEFITS TO TAXABLE WAGES 1938 — 1952 
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% U.S. FICURES UNAVAILABLE FOR /952 


AVERAGE WEEKLY ENEFIT AMOUNT 


It is true that the costs of a benefit program are influenced by its provisions as 
to weekly and total amounts of benefits paid to workers Hlowever, the study of 
our financing pointed out that it would be an error to assume that the high benefit 
costs of the Rbode Island unemployment insurance system were due to the 
greater liberality of the provisions of the Rhode Island law 

Neither in its benefit rate nor in its duration is the Rhode Island law unusually 
liberal As a matter of fact, Rhode Island’s maximum weekly rate of $25 is 
exceeded in 17 States, is equaled in 17 other States, and there are only 16 juris- 
dictions which have a lower maximum rate 

Moreover, if dependents’ allowances are taken into consideration, 24 States 
have a higher maximum rate than Rhode Island, and only 14 have a lower maxi 
mum. It is apparent that the Rhode Island program is not unduly liberal but 
in some respects can even be considered quite inadequate 


83049—53——_10 
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Maximum weekly benefit amount 


Amount | Amount 





MO as 8 a ais _. $30. 00 .00| New Mexico ett $25. 00 
New Jersey__...-_-_- . 30.00} Rhode Island__-----~-- 25. 00 
New York_ a 30. 00 | West Virginia___~-- as 25. 00 
Pennsylvania ‘ees 80. 00 | Delaware_____---- ee 25. 00 
asnineton............. 30. 00 | Maine & ” 25. 00 
Wisconsin rea 30.00 | Vermont__- cos = 25. 00 
North Carolina_____.___ 30. 00 | Hawaii pools 7 25. 00 
Mississippi ad 30. 00 | Louisiana A a 25. 00 
Ohio a 28. 00- 38.00! Missouri’ sa 25. 00 
Kentucky ead 28. 00 | Connecticut _..... 24.00— 36.00 
New Hampshire___--.__-_ 28. 00 | Nebraska__-_ accitakelemannar 24. 00 
Kansas_- ee etn 28, 00 | Colorado ie 22. 75 
1) Seen a 97.50! South Dakota____- - 22. 00 
Michigan___________ _ 27.00—- 35.00} Arkansas ae a 22. 00 
Illinois a 27.00 | Alabama aca 22. 00 
Indiana erste ca 97.00 | Oklahoma__..........-. 22. 00 
lowa- te 26. 00 | Virginia = ic 22. 00 
Massachusetts ” ahem 25.00} Tennessee , sovees 22. 00 
Nevada bo oes 25.00- 37.00| Arizoua _.. 20.00— 26.00 
Maryland _........__. 25. 00— 33. 00| District of Columbia ‘__- 20. 00 
Wyoming yi 25. OO- 31.00 | Montana ‘ acaba 20. 00 
North Dakota_____- 25. 00- 31.00} Texas Pe ; 20. 00 
Oregon pacubeadaneas 25.00 | Florida_- sabia itt 20. 00 
California oe oe 25.00} Georgia ‘ Z 20. 00 
Idaho er 5 95.00] South Carolina__- < 20. 00 
Minnesota ae s 25. 00 | 


* Total weekly benefits with allowance of $2 a week per dependent limited by claimant’s 
average weekly wage 

* Total annual benefits paid in $5 amounts if weekly benefit is less than $5. 

$25 percent increase over basic weekly benefits allowed claimants who have earned more 
than $1,000 a year in covered employment in Colorado and have claimed no benefits for 
5 years 

* No allowance for dependents at maximum. 


BENEFIT DURATION 


If we use duration rather than benefit rate as a measure cf the adequacy of an 
unemployment insurance system, the provisions of the Rhode Island law are 
even more inadequate in this respect. The percentage of claimants eligible 
for the maximum duration in Rhode Island is less than the percentage eligible 
in 48 other jurisdictions. 

The current average potential duration of about 18.3 weeks in Rhode Island 
is less than that of 29 other States, which means that in 29 other States, the 
average claimants may draw benefits for a longer potential period than the 
18.3 weeks possible in Rhode Island. 

Twenty-two States have an equal or higher actual duration. 


Duration, actual, 1951 


Weeks 
Rhode Island__._._--__~ < sinister reenter 
United States average_______- . pleas ss sadam acide a 
Highest State, Louisiana__ = on illic ss biti tS alee 13.2 
Lowest State, Indiana____- . eid a ah pe a igifliae- aa 

Twenty-nine States have a higher potential duration. 
Duration, potential, 1951 

Weeks 
I i = ihe oo 
United States average ss ee ee lett ae ares 21.4 
Highest State, New York ‘i = oa 26.0 


Ee a ee SiS mieNines oar eeieseneNeeaes 12: 
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RHODE iSLAND 
UNEMPLOYMENT INSURANCE I95! EXPERIENCE: 
PERCENT OF CLAIMANTS ELIGIBLE 
FOR MAXIMUM DURATION”* 
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EMPLOYER RATES OF CONTRIBUTION 


It might be argued that Rhode Island can raise its taxes, but the present high 
tax rate and the absence of an operating merit-rating system has already placed 
Rhode Island at a serious competitive disadvantage which would be accentuated 
by an additional increase in the tax rate. Any further aggravation of this situ- 
ation may give rise to broader or more serious problems. 

No individual State could apply rates of contribution in excess of 2.7 percent 
to a large segment of employers, to produce a significantly greater tax yield, 
without permanent damage to the competitive position of its industries. The 
ultimate effect of this policy would increase unemployment and further deplete 
the fund reserves by literally forcing industry to operate in other States with 
more favorable rates. 


Why not raise the maximum rate of employer contributions above 2.7 percent 
as some other States have done? 

Percent Percent 

a arma £61 TInt... naan ; naw ae 

PET SII cscxicuucs eaeaeadseunonnaaamaants 38.6 | New Jersey_----- onieniaiianiacadenamiaenla 3.6 

UG ss sciscs inca sensitised Se ee luce ea athanihca 


iii aie nscale ial 8.2 | Wisconsin__-_- schuicpaiiiubebgiahs kn ae 
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rhe maximum rate of contributions in these States was devised as a “penalty 
rate It is paid (if at all) by su in insignificant number of employers that 












Following are the average rates of contributions in these States in 1951. 


Pe 








cent 
1.56 | Illinois 1.09 

rico 1.91 | New Jersey 1. 44 

Miss i 1.3 Texas . 62 
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Rhode Istand De partment of Employment S¢ curity—Fund balances at the end of 
1951 related to average annual cost of unemployment insurance benefits during 
1946-51 

/ 
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Rhode Island Department of Employment Security—Comparison of 1946-51 ben- 
efit expenditures with employment and taxable wages in 1951, by States 
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’ € Y 2 ] 12 ; 
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Massachusett 2 0 29 , 
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Governor Roperts. Thank you, Mr. Chairman. 

Mr. Mason. Mr. Chairman, I have one or two questions. 

‘The CuarrMan, Mr. Mason will inquire. 

Mr. Mason. Governor, the representative of the CIO of your State 
has testified, and he made quite an argument of the fact that this re- 
serve fund should be built up in the Federal Government, from the 
Federal Treasury, to be used later on to help the States when they 
got into difficulties. My question is this: 
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Would it not be just as well, if not better, if the automatic distribu- 
tion of the excess funds called for in the bill. the Mason bill, were 
given to the States so that they could build up their reserve funds 


and handle it? Would that not be a better way of building up re- 
Serve fund l o}yt there 1n each ost ite é 
Governor Rorrerrs. It would be to some advantage. Mr. Mason, but 


+ 


I think the States that need the reinsurance fund most would not get 
as 1 h as other States. 

Mr. Mason. But it would go back to the States in proportion to 
the } ivroll. Rhode Island could get ts share according to 1ts pay- 





roll It ivroll, undoubtedly. cove all of the employees there. It 
| quite an amount to Rhode Island 

Gove Roperts. If 11 Mr. Chairn Mr. Bride, the direc 
tor of t empl vinent fund of Rhode Island. wishe to speak. 

Phe Crairnman. Without objection, Mr. Bride may answer. 

Mr. Brine. Mr. Congressman, on that particular point, it has been 
esti { that the amount re t1 ited for Rhode Island would ap- 
prox ite ynewhel aroul S2Z00.00 1 veal It is also estimated 
that mount pre ably \ be recluce because of the increase in 
the cost of a) tration throug th t8 States. At SZOO.000 a 
year Vv ippreciate, it we l take a co lerable number of years 
{ ya miulate a nd at that rate n der to provide ourselves 

tlh ¢ lis money hnordel ] ect Saga { the mm Iveney that 
( l ear or t , 

\] MIason. | und vie Bi i n told t t the excess now 
wi ( e ih the amount o OMe ! OM, al ertrinly Rhode Is 
‘ th rial State wit { population, would g@et more 
f tated 

Mr. Bripi bine estimate I t ik, Ma Conere i. Was that made 
bv tlhe nemployvment benefit Visors, V yunre one of the chief pro 
1) ts of the M l. According to their own estimates it would 
ip ( late » OVO a yeal 

M Mason. That repre tative of the CIO fr Rhode Island 
al ( tt po ot 1 that if these funds were distributed 
back t e States automatica ) ded im t Mills and Mason 
b that ould mean that the Federal Government would be en- 
couraging of Fede i is, because it is tur @ it loose to 
the States, leay them to t for employment compensation. 

Now, the fact of the matte) { l ed i} Grovernme} has been 
- o these ex funds fo ( exp of all kinds, and have 
\ lf ! \ | i K is 

My qu If \ ) to t States automatically, 
would that be more of ste of Federal funds or less of a waste 
of Federal f tha been ¢ ve on all during the 14 

\ Bride? 
Mr. Bripe. We haven’t expressed a pinion on that, but I would 
Lv. M {( ongressmah, 1 ul our Opilhlo it 18 not a question ot 
the te of the funds at all. It i question of in redis 
tribut or { s amount of money under the Mills bill vou are in effect. 
is the Gove r made the po his remarks, giving an indorsement 
to th airect Federal orants to the States for the protection of their 
vl trative costs as well as their unemployment colpensation re- 
ery inds. Wes mply beheve that the more adequate way of doing 


t would be to retain these Tund ha reserve account unt | such time 
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think has any particular merit from the point of view of fi ( 
Mr. Mason. Well, of course, that is a point that could be 
because these States that are now vetting more than the 
} of | percent are eettins what might be well determined Fe 
But these automatic returns to the States who are now vo 
S derably less than their three-tenths of 1 percent would b 


east, to them, because they have already paid 


paving back the excess to them moO, for these \ 
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2 to 20 States who annually are presently receiving from the 
| 

of 1 percent. The Mills bill provides further that in additi 


ate 
now getting more than the three-tenths of ! percent, Vou Col 














that Kederal aid, pure Federal aid, because it IS more than they paid 


in. But to these States that are paying in more tl 


i t 
of | percent, and Illinois.is one of them, they would 


on what they have paid into the Federal Government. 

Those points will have to be considered in considering these bills, 
and the point of building up this fund in order to help out the States 
when they get into difficulties is provided for in the Mills bill, that 


20 pel ent of this excess shall be first s¢ 


ties. The suggestion has been made, al al | ( ike to it 


self, that until that reserve fund for loans is built 


that fund as a loan fund. Then, wl 


can automatically turn the excess back to the 


| t] nk that Is a vood solution of the a {fj ul 


hen it has bee 


‘t aside for this 
be used asa revolving fund to loan to the States that 


Treasury is finding itself in, suddenly losing some 
each yeal that thev have bee) turning nm 
) i OuUunL ana pending. 
Phat, I imagine, would partly at least solve vo 
vould build up this loan fund so that in case RI 
(i {hie ulty she could veta loan, at least. 


r. Bripe. As a matter of fact, it seems to u 
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the Mills bill only makes loans that must be repaid by a certain time 
and under certain conditions. That is the main difference that you 
favor in the Forand bill. 

Mr. Brive. With this one point, Mr. Congressman: Those are the 
methods used, but we believe the Forand bill effectively provides a 
solution for Rhode Island when it becomes insolvent. The Mills 
bill will not pro\ ide a solution. 

The Cuarrman. Mr. Mills will inquire. 

Mr. Minis. Governor Roberts, I am very happy that you are here 
today. It is to be regretted by some of us that this noble effort on our 
part to be of assistance to RI ode Island is not appreciated as much as 
we had hoped it would be. We thought that it would be of some serv- 
ice to the State of Rhode Island, in spite of the fact that your very 

ble Congressman, and good friend of mine, Mr. Forand, has been 
telling us all the time that it might take a orant to save the situation 
in Rhode Island in time. He has been very active on this subject and 
we are very happy that you people in Rhode Island continue to send 
him down tous. He and I are good friends even thought we have dif- 
ferent bills here. 

M Ly & Governor, ask Mr. Bridk some questions ! 

Governor Rorerrs. Certainly. 

Mr. Mirus. I wanted to ask this question: Mr. Bride, in your 
opinion would it be detrimental to the program in Rhode Island for 
the State of Rhode Island to accept an advance under the terms of 
these two bills, H. R. 3530 and H. R. 3531? Would your State feel 
that it would be detrimental to its best interests, that is, to this par- 
ticular program in the future, in the long run, to accept an advance 
with that requirement of repayment’ That is, in the event you needed 


Mr. Brine. No, I don’t think you could say, Mr. Congressman, that 
it would be to our detriment to accept an advancement. I think Rhode 
Island recognizes the fact that if we can’t have the most effective way 
of solving our situation, at least we will be in a much better position 
tTnan we are if we have some p! ice from whi h we could get a loan. It 
wouldn't be detrimental to a epl it. Our p int is that to accept it in 
some other form rather than a repayal le advance, to have a direct 
Federal grant, would be a real solution to our problem. 

Mr. Minus. You are aware of the fact that some of the management 


group in the State of Rhode Island have said that they would readily 


accept this additional responsibility that might mean 414 percent pay- 
roll taxes as called for in the bills? You are aware they have stated 
they WO ld prefer that to a grant? 

Governor Ronerts. We read in the morning paper, I think, that Mr. 
S] Vs re} resenting the Nat Ol al M in ifact irers As ociation, made a 
Staten to that effect. 


Mr. Mintzs. No. I mean the telegram that was in the record. Mr. 


The Cuatrman. That is right. 

Mr. Foranp. That was Mr. Shy of the Associated Industries of 
Rhode I laa d,. w! 1¢ h as I sa d ror the recor l, is the Rhode Island 
branch of the National Association of Manufacturers. 

Mr. Mixtis. They would be a rather large contributor to this fund; 
would they not ¢ 
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Governor Roperts. I think, Mr. Congressman, that might be Mr. 
Shy’s feeling, that an additional imposition of the right of unem- 
ployment tax in Rhode Island on the textile and jewelry industries 
up there would be fatal. I don’t think Mr. Shy has given the entire 
problem the consideration that it merits, in my opinion. 

Mr. Mus. In your opinion there would be other groups of em- 
ployers that woul 1 not favor it? 

(Gzovernor Roperts. Other groups of employers would be very hos- 
tile to an increase of the tax, Mr. Congressman. 

Mr. Mirus. On the ground that it would increase their cost of 
operation 4 

Governor Rorerrs. Yes, and that would put them in a bad competi- 
tive position in their own industry throughout the country, and it 
would be fatal to them. 

Mr. Mitus. Governor, how long have you been the Governor of 
your State ? 
~ Governor Roperts. This is my third year. Mr. Congressman. 

Mr. Mitus. I was thinking, however, that this diffic ulty arose before 
you became Governor. You sort of inherited the situation before you 
became Governor: did you not ? 

Governor Roperts. Well, the difficulty is our economy. It is textile 
and jewelry, and it has been a problem for the last 20 or 30 years. Wi 
lack diversification. A great number of our emp loyables, 45 percent 
of our employables, are in textile and 16 percent in jewelry. Of course, 
they are seasonal, and they are subject to the impact of the times, 
and so forth. That is the reason that we have such a problem with the 
unemployment compensation fund. Both of these industries go off 
together. Their employables are all under the provisions of the act 
and they cause a great drain on the fund. 

Mr. Mitts. I just wondered, Governor, if that was the full reason. 
if there might be other reasons why you were having trouble with you 
unemployment compensation fund. Is it due entirely to the economic 
situation, or are there other factors that contribute to it 2 

Governor Rosertrs. It is my opinion, Mr. Congressman, it is en- 
tirely the economic situation of Rhode Island. 

Mr. Mitts. It is? 

Governor Ronerts. Yes. The fund is not liberal in comparison with 
other States, either in the benefits or duration. 

Mr. Mirus. Just in order to get the record straight, I had been ad 
vised, when I asked the question yesterday that I did, that the State 
of Rhode Island started this program of temporary disability. It is 
a separate program, is it not, or paid out of a separate fund 4 

Governor Roserts. That is right, sir. 

Mr. Miris. And that in starting that program in the State of 
Rhode Island some several million dollars was taken from the un 
employment compensation fund and placed over in this new fund 
for temporary disability, and that ever since that happened the un- 
employment compensation fund had been in difficulty. That hap- 
pened before you became Governor. 

Governor Roperts. Yes. I think that was 1946 or 1947. 

Mr. Muits. I would like Mr. Bride to answer it if it is all right with 
you. 

Governor Roperts. 


Please do. 
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and 1947 there was general agréement of all interests in the State to 
effect that transfer. 

Mr. MILLs. There was ho opposition from anyone at the time, as 
I remember from the information I had. It was perfectly agreeable 
to everyone to do it that way. 

Mr. Brive. That is right. 

Mr. Mitts. I did not have any criticism of you. I wanted t 
straighten the record out because | had understood that your s fuatie 
might have resulted, at the present time, from the transfer back 
few vears ago. I wanted to know whether it had a y relationship 
or not. Y« u have clearly indicated { doesn’t have 

The Cramman. Any other questions? Mr. Forand will inquire 


Mr. Foranp. First. I want to congratulate the Governor 


fine exposition of the situation as it exists in our State \ I sa 
when I introduced the Governor, he has been interested in this not 
only since he has been Governor. but also while ewan 1 State tor 
and leader of our party in the State senate for a number of yea 
As far as I can go back he has always been very activi ne 
solve th part wlan problem. 

I Ch Ik Mi Bi dle lay be Mm a position to te uch o 
want to raise ho\ Someth he has been sa ind repeated eV 
times here before the committee, that should Fl. R l pre | 
erants to State in need be enacted into law. it would be a ! 
to the States to handle their funds carelessly, more or less. and take 
advantage of these grants. You have studied th bill H. R 61 
In fact vou have given me the benefit of your views on it. and ve 
show how difficult it would be for a State to get such orants unle 
it actually was in need. I would like to have you comment on that 


[ have your letter here. It may help you refresh your memory 
Mr. Bripe. Mr. Congressman, I would say first of all that we have 
rin the Forand bill or left 


never had any idea that there was ai ythin 
out of the | il] whi h would encourage Iniproper adm histration on the 


part of any State. I think secondly we start vith the umpt1o1 that 
certainly Rhode Island, and I believe every other State, is quite inter 
ested in prudent management. ] don't think that ther sSanyv State 


in the 48 that would look toward an insolvent situation where they 
could borrow money and then run amuck with imprudent expend 
tur 

Mr. Mitzs. I may say right there, Mr. Bride, you can feel free to use 
Rhode Island as an example in citing what happened because practi 
cally every witness, beginning with the Assistant Secretary of Labor 
yesterday, has used Rhode Island as the outstanding example. 

Mr. Brive. Mr. Congressman, I would like to read from this com 
munication, I think in the interest of brevity, if J may. We have 
analyzed this bill and stated as follows: 


This bill provides that 


this is the Forand bill 


nonrepayvable payments are to be made to States whose reserve funds ars ‘ 
exhaustion, provided these States meet certain prescribed conditions Che fir 
of those conditions is this: that the State is only eligible ti ceive such p 
ment if the balance of such State’s unemployment fund falls below the amy 


of the compensation paid from such fund under the State unemployment con 
pensation law in that calendar quarter of the precedingly completed ile 
quarters in which the amount of such compensation was the highest 
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The second condition is that the minimum required rate of contribution to the 
State fund must be at least 2.7 percent, if the balance in the State fund is less 
than 6 percent of the taxable payrolls or less than three-fifths of the unemploy- 
ment compensation benefits paid from the fund during the last 5 years. 


We would like to point out what effect this has on Rhode Island. 


Applied to Rhode Island, these requirements mean that if the law had been in 


The | nee r fund would have be less than $5,548,000 in order to qualify 
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We a te satisfied, Mr. Congressman, that the requirements are 


ery rest e and the standard re quite difficult. They will be 
quite difficult for Rhode Island to meet. But we think that they 
vr it ndards and they do protect any state trom imprudent 

M Foranp. You are satisfied, Mr. Bride, that this is not an 
1] to squander funds? 


But rather would be a form of insurance to protect 
lly are in need if they 


i assist those states that actua 


‘ 10 rox # 
Mr. Brine. That is correct. 
Mr. Foranp. Thank you. That is all, Mr. Chairman. 
The CuatrmMan. Aj y other q estions ? 
If not, Governor, we wish to thank you for your appearance and 
the contribution you have made to the committee, That also applies 


TO Mr Bride. 
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Governor Rogerts. Thank you very much, Mr. Chairman. We are 
very grateful to you and the members of the committee for permitting 
us the opportunity to appear. 

The CuatrrmMan. The committee will stand adjourned subject to 
the call of the Chair. 

(The following information was submitted for the record:) 
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I trust that this letter. corre ¢ the misinformation in Mr. Williamson's 
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cost financing of the State systems, it does not appear likelv that such a meusure 


could receive enough Support tl oO assure t pussuge Therefore 
while we should strive for the return to the States of the complete responsibility 
for the financing of the « t of their adi tive opel ! we sh Dp 
the Mason-Mills bills as a step in this ger al direction 
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I would appreciate it if you would make this letter a part of the record of 
your hearings on the two bills. 


Cordially yours, 
CLARENCE R. MILES. 


| 4 Sra CHAMBER OF COMMERCE, 
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lederal grants for the purposes under discussion here, the Indiana State Chamber 
C erce end ses their enactment 
Respectt y yours 


Jack E. Retcu. 
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House ENROLLED CONCURRENT RESOLUTION No. 9 


A CONCURRENT RESOLUTION memorializing Congress concerning unemployment com 


pensation and employment s¢ 1ce 


Whereas, the Congress of the United States has attempted by the Social Seeu 
rity Act and the Wagner-Peyser Act to establish a program of cooperation be 
tween the several states and the United States in the field of unemployment 
compensation and free employment service, and 








Whereas, the unemployment compensation program and the employment sery 
ice in Indiana are administered by the State of Indiana under terms and condi 
tions of a state statute, namely, the Indiana Emp nent Security Act, but the 
full costs of the administration of such programs re lie Lire hh i¢ rat grants 

pi ed by the Congress, and 
the federal uhemployment nsurance tax Il ed { nst 
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yinent Se I I I l | 
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i fe p l ( p 1 
With S24.900.000 returned to ( ( j ra 2 s i 
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SI 2. It is urged that the federal ( t, tl h ay ) e congres 
sional tion, cease and desist from tl yral yO ecie ful Ind d 
othe ites for the administration o nem] vine compe I l emp 
ment services, and thereby tates the responsibility of financing the 
administration of such pré selves 

Sec. 3. It is hereby fur n 1 that any decision by any agency of 
the federal government in which it is determined that the state has not met 
such standards be fully reviewable in an appropriate court upon request of the 
state and that pending the determination of such appeal the state legislation be 
considered as having met such standards. 


Sec. 4. It is further recommended that the power of federal administrative 
agencies to supplement congressional standards by rule or regulation be specifi- 
eally denied. 

Sec. 5. A certified copy of this Resolution shall be sent by the Secretary of the 
House of Representatives to the Clerk of the House of Representati;es and to the 
Secretary of the Senate of the Eighty-third Congress and to each United States 
Senator and Representative from Indiana, 
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eve ation of a “continge y reserve fund” fo t/ } Oe eee yndiy fem 
ru loans without interest to anu State wie nployment comp sation ft et 
nd when its solvency is threatened 
I) ting the post World War II t ! tion ft 1 peaceti economy, Col 
ress pated that the ne off « defense prod t | ( = dis 
ree { veteral ! e could re in substant ent al 
‘ ‘ re ! Stiut une oviment pel \ ! I 
( ( { Cs hol nt be fa i with tl robler ( ess it ed 
e ( ve | Fund A Ch ct ] ded f e gral g of intere free 
! tate itl ! depleted nployment mpensation trust funds 
‘ 1 ring ! nee benefit ments I) zh « ed 1 ten 
peor neasire t det ent i tha ] if | pel ! event ta 
x ‘ Tirile t \ l ‘ l ( he ye t im oy ( ee oO 
( pVic = hee Ie lie hi ¢ it yb. 32 
Safeguardil of the respective Sta fund constitutes 2 
el eal need for eg) ition embodving the re > I und pr Cl eS 
H. R. 3530 meets this need by providi hat a State th a ser l depleted 
rust fund could obta in interest-free loun to continue benefit payments, but 
pavinent « the lonn would be encou req | red ! ‘ por he Federa 
x credit allowed e1 overs in t State Moneys neerui 1 result of this 
reduced tax credit would be applied a inst the loan, thereby providing for full 
epayvment as soon as practicable Phus, H. R. 3530 retains the dvantag f 
the George Loan Fund Act and at the same me eliminates the shortcomings of 
| eurlier legislatior 
Enactment of these prin iples impro ed financing of administration and 
ssured solvency of State trust funds—-would further strengthe ind help to 
preserve the State systems of unemployment insurance This will mean that 
the employment security program will more directly serve the needs and public 


policies of the respective States. We believe H. R. 3530 to be a very sound bill 
ind respectfully urge its passage 
Sincerely yours, 
Irvine T. Gumpe, 
BEuree if if } ce Preside nt 
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pay approximately 70 percent of the manufacturing payroll in the State. About 
40 percent of our member firms employ less than 100 persons. If the figure of 
500 employees, which is sometimes used for the purpose of making an arbitrary 


division between small-business and large-business firms, were used, then it could 


be said that over 83 percent of our members who are engaged in n anufacturing 
enterprises are Smali-business firms 

In this appearance before the committee I am also representing 33 other state 
wide manufacturers’ associations ho are members of the Associated State 
Manufacturers’ Association Each of these organizations is autonomous and 
independent Each performs similar ctions in its service to employers in 
these 33 States. Cumulatively their membership totals about 45,000 firms 

rhe associations which I am authorized to represent in presenting r views 
to ‘ t Lr’ s follows 


Associated Industries of Alabama New Hampshire Manufacturers Asso 


Associated Industries of Arkansas, Ine. ciation 
California Manufacturers Association New Jersey Manufacturers Association 
Manufacturers Association of Colorado Associated Industries of New York 
M ‘ Association of Connecti State, Inc 

it, In Ohio Manufacturers Association 
Associate It tries of Florida Associated Industries of Oklahoma 
I is Mar cturers Association Columbia Empire Industries, Inc. (Ore 
Indiar Manufacturers Association gon) 


Ii i Manufacturers Association Pennsylvania Manufacturers Associa 
ed Industries of Kansas tion 

ociated Industries of Kentucky Associated Industries of Rhode Island 
lennessee Manufacturers Association 
Texas Manufacturers Associatior 
Utah Manufacturers Associatio! 
2 a ; Associated Industries of Vermont 
a a ae icturers Association Virginia Manufacturers Association 


A 
h 
\ | Industries of Missour West Virginia Manufacturers Associa 
\ 


Louisiana Ma facturers Association 
Associate Industries of Maine 
ssociated Industries of Massachusetts 





Industries of Montana tion 


ted Industries of Nebraska Wisconsin Manufacturers Association 
Firs f Mr. Chairmat I want { nk vou and the me bers of the com 
mittee for the pr ege of presenting this statement to you this ning 
Firs with reference to H. R. 7164, by Congressman Dingell, of Michigan 
One of t } for consideration befor his committee is H. R. 6174, which was 
intr uced « Janual 23 by Congressman John Dingell, of Michigan, as a 
0 ferpal cS. 4 t, introduced on t amie day by Senato B I Moody, of 
Mi i il 
Att time these bills were introduced, the employment situation in Michigan, 
parti irly int autom plant nd near Detroit, was given as a reason 
for the need for enactment of legislation to provide supplemental Federal un 
emp a | bene ved workers 
Ss e that time the iInemp ent ition in Michigan 1 changed for the 
better An ticle in the Le Ni March 17, 1952, quoted Gov. G. Mennen 


W I SAy e that, “The back Michigan’s unemployment spiral has been 


| ! i \ h this legislation was de 
sj ed ! < not propose to take up a great deal of 
the yn? rie presenti I ilies unequivoca opposition to the 
pro] . nt } 

If ena HI. R. 6174 egislation similar to its proposals would sound the 
death kne or State unemplovni ( nsation systems and federalize a pro- 
g rl or Wwe in ¢ I f tl tS States, the District of Columbia, 
\ l i] i det nistrati 

Dur the st 14 years the States e been collecting payroll taxes from 
en ‘ eserves f \ to pay benefits to those who were un 
emp ed tl igh no fault of their wn During this tim . even though the 

f x m henefit payment has been increased in ever State and the 
maximum du n payments has been increased in every State, the States 
have accun ed a reserve fund in excess of $7 billion for the purpose of taking 
care of future claims under the laws of the individual States. Although the Fed 
eral Govert nt has spent this $7 billion which is theoretically held in trust by 


f 


the United States Treasury, the Federal Government does acknowledge that this 
amount of the national debt is owed to the States for the purpose of paying un 


employment compensation claims 
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Upon introduction of S. 2504, Senator Moody, after explaining that the bill, 
while proposing to increase benefit payments, did net provide for an increase in 
duration periods, said (see Congressional Record, January 25, pp. 424-429): 
“Tf an attempt were made to include an extension of time in this bill, the Con 
gress would, in effect, be saying to the States that it was taking over for the 
Federal Government the unemployment-compensation system after the period 
for payments set by the States.” Although an extension of duration would, ac 
cording to the Senator, admittedly federalize the system and was not proposed 
in the original bill, an amendment offered by him at the hearings which were 
held before the Senate Committee on Finance, February 19-22, 1952, would pro 

de for 50 percent extension of the period during which benefits would be pay 
able under the law of the State, with the additional proviso that such supple 


mental benefits would be paid from Federal funds In other words, Senator 
Moody’s amendment would accomplish the federalization which he originally 
stated he had no desire to bring about \ provision to extend duration periods 


ee, but whether it is amended or not 


to conform to the amended proposal before the Senate committee, the fact re 


s not a part of the bill before this commi 
mains that the use of Federal funds in financing benefits, whethe in larger 
imounts or for longer duration, will inevitably end in : 
m entirely under Federal control We are unalterably opposed to federaliza 
tion. 

As pointed out above, the States have accumulated a reserve fund which 
the Federal Government owes them of over $7 billion from which to pay benefits 
to the involuntary unemployed. The Federa, Government, instead of a reserve 





DS billion debt, which would undoubtedly be increased by any as 
sumption of responsibility for further payment of taxpayers’ dollars in a program 
now being adequately handled by the States 

In previous moments I stated that since the inception of State laws amend 


fund, has a $2 


ments have been made to increase both the amount of maximum benefits and 


duration For example, in the State of Missouri the latest amendments to our 
law, which became effective July 1, 1951, increased the maximum payment to 
$25 per week and the duration period to 24 weeks. Under the terms of this bill 


a 50-percent Federal supplementary benefit would increase the Missouri maxi 


mum to $37.50 per week: and if the bill were amended to provide a 50-percent 








increase in duration, an unemploved worker would be allowed to draw benefits 
during 36 out of 52 a calendar year. Other States which I am repre 
senting here could cite similar examples 

In the State of Michigan, where dependency benefits are provided, a 100-per 
cent matching of such dependency benefits would raise the maximum to $56.50 
per week. We believe that each State knows best how far it can g nthe payment 
of unemployment benefits under that State’s economy) We believe that each 
State knows best what amount represents the maximum which can safely be 
paid without putting a premium on idleness and encouraging the unemployed 
to remain at home receiving tax-free, expense-free benefits instead of working 


at a productive job, involving the payment of income withholding tax, socia 
security tax, transportation costs, and lunch money, and requiring the expendi 
ture of energy demanded by work 


rhe provision of this bill to mateh the payment of dependency benefits 100 per 
cent with Federal funds is obviously designed to encourage States t nclude 
dependency-benefit provisions in State ws. We believe there is no excuse or 
justification for dependency benefits an unemployment iInsuran law Bene 
fits are uniformly based on wage edits earned Wages are earned and paid 
on the basis of productive work performed, and not on the | sis of the number 
of dependents the worker has. Even labor-union organizers e paid fer pre 
ductive effort, and not according to the number of eir dependents If unem 
] ved orkKers Wit dependents re re ld retiel bene ! ed nee 
general dole or relief program should be provided for that purpose. Suctl pre 
gram is not a proper part of an insurance program in which the premium dollar 


(the employer-paid tax on wages paid) should provide for beneticiaries on an 
equal basis without discrimination 

We believe that the provision of this bill which would authorize the payment 
of supplementary benefits to all unemployed in the State whenever the Governor 
certifies and the Secretary of Labor finds that in “certain labor-market areas 
of the State there is substantial unemployment is perticularly objectionable 
Especially is this so when we consider that today there are approximately 60 
million people employed in the United States, many of whom are from that 
fringe-labor supply who do not intend to work permanently and who will retire 
from the labor market when the demands upon our productive capacity, as a 
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While we do not abandon this principle of the 100-percent offset credit, we 
subscribe to and endorse the principle of the Mills bill, H. R. 4135, because it 
is a step in the right direction 

Under the Mills bill the three-tenths-of-1-percent tax would be earmarked for 
the purpose of the unemployment compensation program instead of being, as it is 








now, simply a three-tenths-of-l-percent excise tax. After making appropriations 
to the States for administrative purpose it is proposed that the balance be set 
aside for the following purposes 20 percent of the balance would be used to 


establish an underwriting fund similar to the George loan fund which expired 














on December 31, 1951 the ce of SO percent would be redistributed to the 
States on a proportionate basis so that the States receiving this money could S 
authorized by their State legislature provide addition moneys for administra 
e purposes or place these funds i he reserve benetit ount where they 
could be used for the purpose of paying benefits We believe that each State is 
capable of determining through its ad trative and le lative processes how 
this refund of taxes ected from e1 in tl State al he stu ed 
It much as the State benehit rese¢ r Inds «¢ eed Sa oD ol i Col i¢ ed 
pre usl\ we believe tha the earma hg ofl rhe percent tf rep ible 
iOal sto State vhich are temporarily ort of fund \ e adequa 
We t the com e W ‘ oral uUpol he \ l ined eep 
in 1 ate need of enacting a 100-perecent olfset provision which would 
enable each State to stand entirely on i own Teel 
Although I have not had an opportunity to read the record, IT have seen a press 
report of Secretary of Labor Tobin’s testimony before t committee « April 1 
It is reported that the Secret f Lal wosed \I } becau the pro 
posed distribution bacl o the $ te of the excess of ederal colleetior from 
the unemployment compensation tax “violates the fundamental principle that 
the Congress shall cont the purse st vs of the United State Treasury 
Accepting this statement of principle at face valu that exactly what Con 
gress would be doing by enacting this The only change from existing prac 
tice would be ft] t after turning part of he Purse ver to the Secretary of Labor 
to disburse the fund ott stil ! rding to the Depart ents rules, 1 i 
tiohs d for l l ] nee in the ul e wi ad be ed bach ) e sta 
to di irse a dit » the vn rule regu ol 


needs to be examined in connection with a further 
in whic he sa 
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CV ( bud ry e State ( es - I 
( manag thei { rs Some S oe ell ! iirs even before 
the United Stat Government foun And n ( here are still 
ny T Thrive i ‘ ‘ t 
W netor rh = ha ! ‘ b hat fl 
may also b dd fact ‘ ( {S State gover! 
ments le ~ perce! ( the S2 bt of e Fed il Govel ent 
I 1 | bred been pointed « ol e 1x ad « th the solvemne 
of the Rhode Island progra is prese I el Ss Stic efore me ind 
cate that in 1951 Rhode Island paid ou benefits $17,408,000. Vv le coll ! 
only $16,588,000 in taxe This record was « piled 1 ve n which employ 
ment was he highest hat it h eve bee I eh Vo 3; Nat ! We 
believe it is proper if an emerzen ens the State of Rhode Island at the 
prese! tin for p s to be ind . | sed in tl M for 
thode | nd to obtain a temyp ( b to tide ji ‘ he 
emergency On a long m propositior owevel vould set ob bvious 
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that Rhode Island needs to examine its program, either with a view toward 
increasing its taxes on employers, which are already the highest in the Nation, 
or tightening up its law through administrative or legislative changes. This is a 
question for Rhode Island to decide I do not know what needs to be done; I 
know only that Rhode Island was the only jurisdiction out of 51 with unemploy- 
ment compensation laws which paid out more in benefits in 1951 than it collected 





in taxes I also know that in Missouri in 1951 less than 45 percent of the amount 
collected in taxes was paid o n benefits And in some States the record is 
better than that Furthermore. emplovers in Missouri in 1052 will enjoy an 


approximate average 50 percent reduction in their rates while the solvency 
of the Missouri reserve fund remains beyond questioning, totaling as of March 
31, 1952, the sum of $214,649,527 

At this point I should like to add that according to news stories in the St. Louis 
newspapers last week, Gov. Forrest Smith, of Missouri, has written all members 
of the Missouri delegation in Congress urging their support of H. R. 4133, except 
for the one provision to cover employers of one or more The positions of the 
Governor and associated industries of Missouri are therefore identical. We 
hope the committee will act favorably on this bill. 

H. R. 6954 (by Congressman Aime J. Forand of Rhode Island) : Having stated 
our acceptance and approval of the Mills proposal for the establishment of a 
repayable loan fund, we wish to go on record as being opposed to H. R. 6954 which 
would provide outright Federal grants to States whose unemployment compensa- 
tion funds are depressed. As pointed out above, Rhode Island under the Mills 
proposal could obtain an emergency loan to tide it over its present situation. 
However, an outright grant, as proposed in H. R. 6954, is an outright invitation 
to irresponsible and indiscriminate use of tax money collected from employers. 
A proposal which invites a State to spend without political responsibility to its 
heart’s content as long as it levies a payroll tax of 2.7 percent, and rely upon the 
Federal Government to bail it out with gifts of tax money collected from employ- 
ers in other States can lead to but one result, which is Federal control of the 
entire system. There is yet to be devised a Federal grant-in-aid program which 
is not accompanied by Federal control 

Spoon-feeding of babes-in-arms may be justified. But spoon-feeding of a 
State, which as one of the Thirteen Original Colonies declared its independence 

f its mother nation for reasons among others that it objected to taxation with- 
out representation, is incongruous and inconceivable. 

We urge the committee to reject H. R. 6954 and to approve instead the prin- 

iples of H. R. 4133 on this issue. 





A STA EN N SuPpPorRT OF A BI O PROVIDE FOR PAYMENTS TO STATE UNEM- 
RTHUR W. DeEvVINE, PRESIDENT, AND EpwiIn C. Brown, 
SECRETARY-TREASURER, RHODE ISLAND STATE FEDERATION OF LaApor, A. F. oF L. 


One year ago, representatives of the Rhode Island State Federation of Labor 
ppeared before the House Ways and Means Committee that was receiving 
testimony in regard to assistil those States who were experiencing difficulty 
lintaining dequate reserve n their employment security funds At 
that time, we presented testimony in support of a proposal introduced by Con- 
cressman Forand. 
This year, there are three bills dealing with the same phase of the subject: 
H. R. 3530 and H. R. 3531, introduced hy Congressmen Mills and Mason. Also, 
Congressman Forand has reintroduced his bill now numbered H. R. 2261. 
After 1 ve ion, the American Federation of Labor is convinced 





hat the pr °°61 should be enacted into law All three bills 

ntence to grant some measure ¢ lief to States who have been experienc- 
ng eco! ic difficulty, but we in Rhode Island have undergone adequate expe- 
rience to real that the provisions of H. R. 3530 and H. R. 3531 do not go far 
enough 


We must always keep foremost in our! 





inds the fact that employment security 
s but one phase of the Federal social-security program. This program was made 
li livi il State is dependent upon each other— 


ne State cannot operate in a sphere independent of the other States. Therefore, 
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because the overall social-security program is national in scope and the indi- 
vidual State has little control over unemployment in that State, it is proper that 
we turn to the Federal Government for assistance when we are in difficulty. The 
social-security program has been in operation for a comparatively short time 
and the weaknesses have been few. However, we feel that the recent possibility 
of the insolvency of several State funds is a weakness that should be corrected. 

Unemployment conditions are usually caused by varying conditiens around 
the country. When our economic system breaks down in one section, there is 
ittle that one State can do to correct the situation. It is imperative that we 
turn to our National Congress because it is the responsibility of all to come 
forward with a solution. 

About all segments of the Rhode Island economy are in unison on this plea for 


assistance The Governor of our State has contributed ¢ pert, documentary 
evidence to this committee. The Providence Journal, a local conservative, prac- 
tical newspaper has printed numerable editorials in support of the provisions 
contained in H. R. 2261 Industrialists have also expressed a desire that 


some provisions be enacted so that States with precarious funds be reinsured 
against insolvency. The only voice of reaction comes from one source, and it 
is this same group of individuals who are continually trying to destroy all social 
egislation. If this group had its way, there would be no free public schools or 
free textbooks. Such luxury would be considered socialism. If they had their 
way, we still would have the poorfarm and people would be cast into prison 
until their debts were paid. Because this group is what it is, their testimony 
should be discounted because they are not sincere in their desire to offer a 
solution to a real problem. 

During the intervening year, since we first presented our testimony, Rhode 
Island has enjoyed the most successful business year it has bad in several 
vears. All responsible groups in the community have contributed to endeavors 
that would keep employment high and strengthen our security fund. However, 
with all this effort and success, there remains about 7 percent of our potential 
working force unemployed. For the first time in several vears, our security fund 
has been in the black. However, the experiences of 1949 are still vivid in our 
minds and we feel that some action should be taken to prevent disaster. With 
our fund in its present condition, it would become depleted in about 6 months if 
the economic collapse of 1949 returned 

In 1947, Rhode Island instituted a merit-rating or experienced-rating feature 
to our employment security program. This is a fairly liberal experience rating 
device but because of the poor economic conditions in Rhode Island, our employers 
have not enjoved any relief under it 

The responsibility of your committee is great; the protection of the solvency of 
State funds is important. If our fund fails, it will defeat this valuable type of 
egislation and permanent damage will result 

If the provisions calling for a repayable loan were enacted, we feel that our 
Situation in Rhode Island t T n, i 


would be aggravated. To repay this lo: it may be 
necessary to increase tax contributions and this would not correct our problem 





because our employers are now paying as high a tax as any others in the Nation. 
Just as there is little any individual State can do to alleviate unemployement, 
there is little ar VV sin le employer can do t alleviate it Therefore, no ¢ my lover 
should be required to pay a tax greatly in excess of a competitor when that 
employer has done nothing to create the general unemployment condition. An 
increased tax would place an employer at an unfair competitive disadvantage 


\ differential in employment security taxes would discourage location of new 
industries within a less fortunate State and would also lead to migration of some 
industries fr Island to other areas 

If benefits and ions of the Rhode Island Employment Security Act were 
oo generous, we uld be wiling to admit that we should take some local 
vetion However i 
current costs or with modern pr 
too strenuously in this direction because it has been our desire to be cooperative 
and bear our share of the burden dur 

Repayable loans are only temporary expedients It is imperative that we 
irrive at a solution that will correct our difficulty on a long-term basis. This 


t 





s not the case Our benefits have not kept pace with 
ogressive States Labor has not been agitating 





ng times of economic depression 
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e direct to your committee, is not the only effort we are expending to 


help ourselves. All segments of our community under the leadership of Governor 
Roberts have been working for several months in an effort to sponsor legislation 
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ite leg iture that will be directed in the direction of helping to correct 
\ It our hope that tl enabling slation will not only stabilize 
nt security program, but will also entice new industries to locate 
te and also help established industries to expand. After all there is 
lically wrong with our « nomy that some jobs for our unemployed 
t t t vour committee will weigh the arguments presented by Governor 
Rhode Island Department of Employment Security, as well as those 
in Aime J. Forand, and we are confident that you will provide those 
{ Py th sx 1e me e of 1 ef ‘ 
N YorK 1, N. ¥ ip? 19 
A. R 
House Waus and Means Committee. 
House On B / \ j on, D. ¢ 
ream manufacturers the sociations named below, constitute a 
he wholesak e ere manufacturers in Ne York, Penn 
\ Jersey d Dela re ind respectfully urge the passage of the 
H.R. 3531 Briefly e believe this bill should be. enacted into law 
0 liberate the State m Federal domination in the unem 
pensation field. Unemplo ent taxes ¢ ected from employers in 
- ( hould | ppliee the payment of unemployment benefits 
( sts nd d 1 e used as Federal general revenue 
Dp les for an equitable and sound reserve for State unemployment 
fund n finar difficulty as against Federal largess which 
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the repayment of the “bail out” loan. Also, the principle of the repayable loan 
runs counter to the policy. and practice of the Federal Government in aid to the 
States in numerous other areas no less national in nature and scope than unem- 
ployment in the several States 

The Mills bill, in the opinion of the Mississippi agency, offers no real solution 
to the problems it purports to sol\ This agency w 
its opposition to the bill and to urge that the present arrangement remain unim- 
paired pending further study of the problems sought to be solved. 

Very sincerely, 


shes, therefore, to register 


Rosvert Prisock, Director 


(Whereupon, at 2:45 p. m., the committee was recessed, subject to 
the call of the Chair.) 





